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UNITY AS AN EDUCATIONAL IDEAL 
By ERNEST MARTIN HOPKINS 


T is sometimes asked why education 
| never reaches any final conclusion 

in regard to its specific functions 
and concerning procedures which may 
be most desirable for it. The reply 

I think, that the factors which 
determine educational value must of 
necessity be variables. The desirable 
form of these will depend upon time 
and circumstance. Thus, it becomes 
essential periodically for those of us 
associated with institutions of higher 
learning to pause and, in contemplation 
of our task, to assure ourselves that 
we are relating education to life. 


The Breadth of the Educational Quest 


The matter is not reducible to formu- 
las and it cannot be oversimplified. 
Easy generalizations and narrowly con- 
ceived objectives are alike useless and 
ften they may be harmful. It has 
to be recognized that the axioms of 
today may prove the fallacies of to- 
morrow. Nevertheless, we cannot be- 
gin progress without presuppositions. 
Man’s intellectual competence grows 
by advance from carefully devised 


assumptions to new and _ perfected 


hypotheses. As new fragments of truth 
become available, appropriation of 
these is possible for man and he thus 
is enabled more accurately to apprehend 
what may be the figure of truth in its 
fullness. 

If we cannot say accurately what 
education is, we can state at least how 
it should be sought. There must be 
a genuine spirit of inquiry and there | 
must be an intellectual hospitality 
whether to newly discovered truth or 
to the merits of reasonable speculation. 
It is no responsibility of higher educa- 
tion to protect stereotypes of public 
opinion. It is subversive of the whole 
philosophy of education to argue for 
established beliefs against convincing 
evidence that these should be modified 
or displaced. The assertion of Epic- 
tetus holds as definitely today as in his 
time, that the first business of one who 
studies is to part with self-conceit. 
“For,” he says, “it is impossible for 
anyone to begin to learn what he thinks 
that he already knows.” 

In fealty to these principles of liber- 
alism in education this University has 
achieved its greatness. In interpreta- 
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tion of its loyalty to these it has gone 
from strength to strength. First of 
all, I wish to pay tribute to the en- 
lightened and courageous leadership, 
under which the unprecedented ad- 
vance of recent years has been made. 

Because likewise this School seeks 
to accomplish its purpose through 
adherence to the principles of education 
preparing for the future rather than 
through a discipline based solely on 
practices of the past, I welcome the 
privilege of being a participant in 
exercises commemorative of its found- 
ing. Its status as a graduate school 
has recognized the principle from the 
first, that in the pyramid of education 
the broader the base of knowledge, 
the higher the apex of possible achieve- 


ment. Even in the field of mental 
attainment, however, man does not 
realize his greatest capabilities by 


knowledge alone. Only when knowl- 
edge is supplemented by imagination is 
the mind of man freed to cross intelli- 
gently from the realm of the known to 
intelligent exploration of the unknown. 
On the other hand, all experience of the 
race indicates that fruitful discovery is 
fundamentally dependent on knowledge 
and is in proportion to it. Specialized 
education becomes most advantageous 
to the individual and most profitable 
to the society it serves when it demands 
acquaintanceship with knowledge in 
general before it begins to particularize. 
Especially is this true if we are en- 
deavoring to formulate a new science 
from a multitude of facts growing out 
of practices which have had little 
claim to being scientific. 


Changing Conditions of Life during the 
Last Twenty-five Years 


The quarter-century span since the 
birth of the Harvard Graduate School 





HARVARD BUSINESS REVIEW 


of Business Administration marks , 
brief epoch in the annals of time, bu; 
in the crowded action and rapidity of 
change in conditions of life it is th. 
equivalent of previous centuries 
Twenty-five years ago in the field oj 
invention the perfection and efficiency 
of the modern automobile were yp. 
dreamed of, an airplane was yet to 
remain aloft for an hour, no genera! 
utilization of the principle of wireless 
telegraphy had yet been made, and 
the possibilities of broadcasting by 
radio were not to be realized for more 
than a decade. 

During this period, governmental 
changes in our country have been as 
great. Thomas Jefferson wrote in his 
old age, “The revolution of 1800 was 
as real a revolution in the principles of 
our Government as that of 1776 was 
in its form.” A greater revolution stil! 
has taken place within the last two 
decades in amendments to the Con- 
stitution and in its interpretation, 
The immunities of individualism have 
been cumulatively sacrificed for what 
has been deemed desirable for public 
welfare. The right of possession of 
private property has been markedly 
curtailed. The previously held as- 
sumption of the sanctity of a man’s 
house as his castle has been largely 
dissipated. Aside from the income 
tax and prohibition, effecting these 
results, direct election of senators and 
women’s suffrage have been made oper- 
ative as Constitutional amendments. 
Outside of Constitutional forms, the 
two-party system of government has 
been almost wholly abrogated. Blocs 
representative of special interests and 
powerful lobbies, whose _ influence 


largely dictates the action of Congress, 
have brought us to something remark- 
ably like Sovietism in principle, how- 
ever loudly we may proclaim it to be 
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iemocracy inform. We are approach- 
az the condition described by Madi- 
con: “In framing a government which 

. to be administered by men over 
men, the great difficulty lies in this; 

ou must first enable the government 
+» control the governed, and in the 
next place oblige it to control itself.” 

Social and industrial conditions have 
been changed with a rapidity and to 
an extent beyond possibility of even 
summarizing in the time at our com- 
mand. At the time of this School’s 
foundation, few would have believed 
that the most devastating war in 
history was but little more than half a 
lecade away. Asmaller number would 
have believed that human resistance 
and economic resources could endure 
for it to stretch over the dreary years of 
its duration. Assuming knowledge of 
these coming events to have been pos- 
sible, however, not many would have 
believed the victors’ world would prove 
incapable of making a peace that could 
jttain some elements of permanency. 
It would have seemed incredible that 

shortsightedness we should have 
made a new and perhaps more devas- 
tating war probable. Only just now 
re we beginning to realize the price 
we must pay eventually for our lack 

f understanding foresight. 

For consideration in gatherings like 
this, moreover, it is to be observed 
that in the temple of western civiliza- 
ion the spirit of nationalism has 
pulled down as many pillars deliber- 
ately with the arm of what is called 
realism as it has in retaliatory mood 
with the arm of unreasoning prejudice. 
Emotional balance has been lost and 
the world is reaching a stage where in 
self-defence, if for no other reason, the 
must be reestablished. We 
must likewise recover spiritual values, 
lropped and left behind in our hysteri- 


Dalance 
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cal rush for the spurious values of 
material prosperity. 

Stevenson’s analogy of life to the 
shadow of a great oak, which at any 
given moment lies abroad upon the 
ground, perfect, clear, and stable, but 
the whole figure of which changes with 
such rapidity that it can never be 
pegged down, was never so applicable 
as now. Life today throws a shadow 
greater, more involved, and more 
rapidly changing than ever before. 
Yet knowledge is possible of the direc- 
tion in which the shadow moves, and 
some justifiable assumption can be 
made as to its changing form, if educa- 
tion interprets its functions broadly 
enough to articulate with conditions of 
a vibrant present. 


The Needs of Modern Education— 
Completeness and Unity 


It becomes increasingly plain, what- 
ever figure of speech is accepted as 
descriptive of the relations of education 
and life, that education must strive to 
extend its functions beyond any mere 
acquisition of knowledge, if it is to 
make any contribution to life in our 
rapidly developing world rather than 
simply to be an observer of it. Tradi- 
tionalism of method must give place 
to flexibility; specifications of what 
constitutes real culture must be re- 
examined and redefined; the qualifica- 
tions of great teachers must include 
ability for developing character and 
personality among their students as 
well as inspiring them to seek knowl- 
edge; and the universities and colleges 
must avoid the appearance, as they 
must avoid the fact, of implications of 
their curricula that departmentalized 
knowledge is anything more than a 
device by which the student may be 
led to perception and understanding 
of the whole. 
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Professor William Graham Sumner 
years ago pointed out that book 
learning is addressed to the intellect, 
not to the feelings, but that the feelings 
are the wellspring of action. Few 
certainly would argue that human 
behavior during the last quarter cen- 
tury has been as much dominated by 
the intellect as by the emotional im- 
pulses of mankind in spite of the fact 
that the period has been distinguished 
by great enlargement and strengthen- 
ing of the world’s educational estab- 
lishment, and of that of the United 
States in particular. It behooves 
higher education to seek answer to the 
inevitable query, ““‘Why?” One an- 
swer seems to me to be that institu- 
tionally we have lost sight in our 
colleges of the truth that the most 
vital facts for us to know about knowl- 
edge are its scope and its unity. We 
know little in regard to any subject 
until we know its relationships to other 
subjects. Few things are as unimpor- 
tant as an isolated fact or even an 
isolated group of facts. The weakness 
attaching to the inclination of the 
undergraduate world of the present 
time to hold pure rationalism as indica- 
tive of maximum intelligence is that the 
field of knowledge is too great and any 
man’s command of the knowable is too 
inadequate for us ever to have any 
reasonable certainty of the complete- 
ness of the data upon which the 
rationalism is based. 

Graham Wallas used to tell an inter- 
esting story illustrative of the fact that 
scholarly hypothesis may have great 
limitations in comparison with the 
experiences of the race. He said that 
Baron Justus von Liebig about eighty 
years ago was the acknowledged leader 
of that branch of chemical science 
which claimed to cover the field of 
scientific methods of selecting and 


cooking food. At that time the R.. 
form Club had a chef famous for hj, 
skill in food preparation. This ha: 
been acquired by the inheritance 9 
knowledge discovered by processes oj 
trial and error. The lessons thereby 
learned had been handed on from one 
generation of chefs to another. Thy 
results achieved by the Reform Cy} 
chef were strikingly unlike those desig. 
nated as desirable by Baron Liebig 
or by the textbooks of chemistry oj 
that time before there was any exten. 
sive knowledge of calories and vitamins. 
Mr. Wallas pointed out that if jp 
1855 the chef of the Reform Club had 
been asked to prepare the best dinne; 
he could and if Baron Liebig had bees 
asked to prepare another in the same 
kitchen, the chef’s dinner would have 
been far better than the scientist's, 
whether from the point of view oj 
health or of palatability. 

The expanse of the field of knowledge 
is obscured from age to age respectively 
by the intensity of interest in partic- 
ularized fields. It became recognized 
during the World War as an elementary 
fact that the maneuver which advanced 
an isolated salient might work havoc 
instead of mark progress if the thrust 
of the salient developed beyond the 
point where support could be offered 
by adjoining forces. In the age-long 
campaign of learning against ignorance, 
however, the forces of knowledge have 
never been able to consolidate their 
gains and to advance evenly along any 
front. In ancient times philosophy 
and metaphysics advanced their salient, 
largely unconscious of other suppor! 
available; in the Middle Ages scholas- 
ticism and theology advanced theirs; in 
modern times the physical and natural 
sciences. 

The advance in knowledge in our era 
made possible by the emergence of the 
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scientific method as the grand strategy 
of learning is incalculable. Neverthe- 
ess, until this method, together with 
the new knowledge springing from 
sjentific research, can be supported 
by a spirit of philosophy which warms 
the heart of mankind and by religious 
aspiration which motivates the spirit, 
this latest advance involves grave haz- 
ards. It is as possible that pure 
‘ntellectualism may invite man’s de- 
struction as it is conceivable that it 
may define the grade of accomplish- 
ment by which he may win salvation. 
Granted that philosophy must adapt 
itself to the realities of life and not 
degenerate into a form of mental 
calisthenics, and granted that theology 
must recognize intelligence as necessary 

the support of faith, it remains 
true that the scientific mind, without 
approach to the emotions or the aspira- 
tions of man, is simply a flare illumi- 
nating the landscape rather than an 


Aiily 


civilization to move on in advance. 
Higher Education and the Common Life 


If we accept as true the dictum that 
at men will do will be largely influ- 
ed by howthey feel, formal education 
ienceforth must assume obligations 
hitherto distributed among other insti- 
tions of society which have deter- 
ined the nature of men’s feelings. 
(hrough long centuries the behavior 
itterns of men from which feelings 


grew have been formed by the early 


nd combined influences of the home, 
church, the standards of the com- 
nity, and the school. Weakening 


ties in the home, diminishing authority 


the church, confusion of moral 


standards in the community, all call 
‘or new appraisal of the obligations of 
igher education and of its responsi- 


ity to pick up the dropped threads of 
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influence upon men’s lives which were 
hitherto held in other hands. 

Huber, in his history of the English 
universities, says of their foundation 
that they “‘were in fact scholastic 
colonies upon the domain of common 
life.” It is the relationship of higher 
education to the common life which 
most requires the attention of higher 
education in these times. Socrates 
argued against acceptance as fact of 
anything beyond those recitals of the 
past sung by the tribal bards. In the 
large, the mediaevalists dismissed con- 
temporary existence as unimportant 
except as a preparation for life after 
death. It has remained for recent years 
to consider educational responsibility 
primarily in terms of here and now. 

Accepting this last hypothesis of 
responsibility, we find conditions of our 
own time radically changed even from 
those existent within the memories 
of many of us gathered here. Motion 
has largely displaced form as an objec- 
tive of life. Youth’s antipathy to 
repose and contemplation, expressed 
in the vernacular phrase of “going 
places and doing things,” is but a 
reflection of the spirit of the age, which 
has affected all the arts of our time as 
definitely as it has created the problem 
of the week-end exodus from our 
colleges. Doing something regardless 
of whether its being done is worth 
while, going somewhere without regard 
to the destination, action ever cumula- 
tive at the expense of reflective thought 
—these account for attrition of influ- 
ences in life previously held as possessed 
of high values. 

Moreover, in the large, all acute 
sense of relationship between cause and 
effect has been lost. The boy who 
chopped the wood to provide heat in 
his parents’ house or who dipped the 
family’s supply of candles knew ac- 
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curately the effort necessary to provide 
warmth and light, but the child who 
turns the thermostat or who snaps the 
electric switch rarely knows much of 
what lies behind these. But likewise, 
the American voter does not recognize 
very clearly that every cause has an 
effect and that every effect goes back 
to some cause. Thus he doggedly 
insists upon payment of the War 
debts with little knowledge that he is 
not only creating havoc in Europe 
which may destroy the foundation 
upon which western civilization rests, 
but that he is intensifying and prolong- 
ing the depression in his own home 
town. 

In the meantime, in our colleges and 
universities narrow specialization has 
wrought grave injury. Here, as in 
our national life, the displacing of 
wide interests and varied contacts by 
specialized interest and_ specialized 
effort has contributed to the cumulative 
breaking down of the will and the 
ability for cooperative action among 
men. Common understanding among 
men of each other’s problems and com- 
mon appreciation of each other’s abil- 
ities have become as rare among 
individuals as they are among peoples. 
Government has become a resultant of 
forces among bickering minorities 
rather than any long-time agreement 
among men to conserve the common 
good. 

I have no belief personally in educa- 
tional programs which deal exclusively 
with profundities of specialized knowl- 
edge to the elimination of consciousness 
of the areas of knowledge. I have 
before stated my belief that the world 
today is suffering from uncoordinated 
thought. Never was there more bril- 
liant thinking and never was thinking 
more productive of accomplishment, 
but the thinking and the accomplish- 


ment of one group are entirely detached 
from the thinking and accomplishmen; 
of another. The inevitable assump- 
tion for all, except a discriminating 
few, comes to be that there is no rela. 
tionship among these groups. A man’; 
scholarship or another man’s industrial 
leadership or still another man’s finap- 
cial genius may be outstanding in his 
field and yet he may be entirely withou: 
discriminating judgment in regard to 
public policies or concerning the te. 
sponsibilities of citizenship. The era 
of specialization has developed 
rapidly that we are still without con- 
sciousness of the sacrifices which it has 
entailed. Specialization has largely de- 
stroyed the supply of men of broad 
talents formerly available for the or- 
ganization of life for its greatest com- 
mon advantage to all men. Our men 
capable of high potential thinking and 
of great works have been conscripted 
for service within highly specialized 
groups. Consequently, when under de- 
mands of the common welfare the 
diverse interests of these groups have 
to be harmonized; when social com- 
promises and adjustments are impera- 
tive, or when processes of government 
need to be made of maximum effective- 
ness, we have no sufficient number of 
competent minds to meet our needs. 
There are but few whose experience 
has given them any contemplation of 
life in its fullness or whose contacts 
with life have been broad enough to 
qualify them for undertaking these 
responsibilities. 


The Lack of Balance in Modern 


Education 


In seeking for correctives of these 
conditions, we have to realize that 
institutionalized education, in concen- 
tration upon the present, must early 
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-ecognize that it deals today with a 
veneration Off balance and subcon- 
sciously distraught at its lack of equi- 
jbrium. The nature of man hereto- 
fore has been determined largely by 
external circumstances far different 
from anything existent today. Life 
was only possible by exhausting physi- 
cal effort; emotionalism was dangerous, 
except as governed by shrewd calcula- 
‘on, and was rigidly suppressed; pur- 
posefulness was maintained by the 
daily need arising out of the importance 
f accumulating some economic reserve. 
Each day required new struggle for 
existence; insecurity on every hand led 
to groping for the comfort of belief 
an all-wise and all-just arbiter of 
man’s affairs, through whom a balance 
man’s accounts was inevitable in 
this world or in some Elysium of the 
Today, physical effort is 

little required, in comparison with 
conditions not long past; emotionalism 
restrained by the rationalism of 
those of scholarly nature but runs riot 
elsewhere, thus being lacking in those 
who need it most and overwhelming 
those least able to use it wisely; eco- 


hereatter. 


even today, prevail in excess of any- 
thing known until recent times; and 
finally, the tempo of life has been so 
ncreased that we are unconscious of 
existent needs which only religion can 
meet. 

Meanwhile, the mind of man dwells 
in a physical body, upon the normal 
development of which it is dependent; 
is profoundly influenced by emotional 
impulses, unduly suppressed among a 
‘ew but for the many largely released 
irom their former controls; and suffers 
loss in its lack of any sense of religion 

give it sense of proportion in its 
relations to the universe. As in the 
lays of Samuel, “the word of the 
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Lord is rare; there is no frequent 
vision.” 

Under these conditions man, re- 
lieved of the imperative necessity of 
being objective in his nature, has 
become largely subjective. Released 
from most of the immediate obligations 
to adjust himself to conditions no 
longer existent in life, he falls naturally 
into the attitude that it is his privilege 
that the world be adjusted to him. 
Rejecting all lessons of time and all 
experiences of the race, he commits 
himself to the theory that there is no 
reality except in affairs of the present 
and that there is no substance in con- 
clusions derived from any source ex- 
cepting the inner consciousness of his 
own intellect. 

This self-consciousness of mankind 
today requires that careful scrutiny be 
given to the specifications of an educa- 
tional purpose that deals with the 
present. Otherwise its interpretation 
may be so insufficient that values 
inherent in systems of the past will be 
sacrificed without acquiring compen- 
sating worth, measured even by the 
acquisitiveness and self-interest of gen- 
erations convinced that all circum- 
stances attaching to their lives are new 
and that all their experiences are with- 
out precedent. 

I yield to no one in admiration of the 
succeeding generations of youth of our 
time but I believe that they handicap 
themselves for realizing their full possi- 
bilities by their assumptions that in 
realistic self-understanding and _ sin- 
cerity of aspiration and in comprehen- 
sion of social and economic problems, 
they are differentiated from any and 
all generations of the past. The dimen- 
sions of present dilemmas may be 
inconceivably greater than the world 
has ever known and the frequency of 
their impact upon us may be immeasur- 
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ably increased, but their nature isnot 
unprecedented. ‘The slowly develop- 
ing drama, observed in study of critical 
periods of history, may, in fact, have 
the same advantage over anything that 
we can see about us as that which is 
given by observation of the details of 
an athletic contest in a slow-motion 
picture as compared with one shown 
at normal speed. ‘The same is largely 
true of acquaintanceship with the devel- 
opment in any field of knowledge, from 
its origin to the present time. He who 
would live abundantly in the present 
and responsibly to the future can no 
more ignore the lessons of the past than 
he can disregard the possibilities of the 
future. 


The Wholeness of Education 


Volumes in untold number have been 
written upon the philosophy and upon 
the desirable methods of education. I 
repeat that the problem is not sus- 
ceptible to simplification. There is 
no easy solution. Nevertheless, it may 
be accepted as elementary, I think, 
that with close to thirty millions of our 
population undergoing the process of 
formal education and with the process 
continuing, for more than a million of 
these, throughout a third of their 
lives, our educational establishments 
have responsibility to attempt some- 
thing more in behalf of those enrolled 
within them than mental enlargement 
alone. It is not to be disregarded 
that the words “‘holiness”’ and “‘health- 
fulness”? and “‘wholeness”’ derivatively 
go back to the same root. Education 
does not deal with disembodied minds 
but with men of flesh and blood, 
possessed in varying degrees of mental 
capacities, of obscure neuroses, of emo- 
tional sensitiveness, and of spiritual 
aspiration. The influence of our col- 
leges and universities should be in 





behalf of that wholeness of man which 
is healthfulness and which is holiness. 

Assuming that social and _politicaj 
democracy continues to be held desir. 
able, education must be judged upon 
the nature of the contact it gives , 
man immediately or eventually with 
his fellows. Granted the all-pervasiye 
importance of cultivating intellectua| 
refinement and of developing intellec. 
tual power, means must be found for 
making these available primarily to 
those possessed of potential strength 
of character; of latent, if not active, 
attributes which make for personality: 
and of group consciousness which will 
subordinate individual acquisitiveness 
to public welfare. Credentials from 
our houses of learning ought to be 
withheld from those without evidence 
of interest in developing these qualities. 
The distinction attributed to Clemen- 
ceau, that Poincaré knew everything 
and understood nothing but that Bri- 
and, knowing nothing, understood 
everything, is illustrative of what | 
mean. As between knowledge and 
understanding, there can be little ques- 
tion of relative values. This is the 
Anglo-Saxon tradition in education: 
that true education has to do not only 
with mental development but with al 
conditions which affect the mind and 
thus affect the understanding of life 
which the mind can give. 

William of Wykeham wrote over the 
portal of New College the motto, 
“Manners makyth man.” I once 
heard a distinguished scholar say de- 
risively, “‘What an absurd motto for an 
educational institution. He would 
make it a club.” One response to this 
statement is that our crowded life 
together, within the contracting bound- 
aries of our worid, demands of indi- 
viduals some of the better character- 
istics required for club membership, 
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euch as deference to the rights of 
sthers. Another rebuttal is that the 
motto loses any appearance of absurd- 
‘ty when supplemented by Ralph Waldo 
Emerson’s statement that “good man- 
ners are made up of petty sacrifices.” 
In organization of world affairs, for 
instance, the disposition to cultivate 
sod manners and to accept petty 
sacrifices therefor might induce in man- 
tind a forbearance which would make 
human brotherhood an ideal of the 
| spirit inviting cooperation rather than 
4 militant propaganda arousing contro- 
versy. 

The itemization might continue of 
details which contribute to the whole- 
ness of education, but time does not 
permit more than a final word. Edu- 
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cation seeks to establish realization of 
the unity of life but can approach this 
only through acquaintanceship with 
its diversities; it recognizes its obliga- 
tions to mankind as a whole but can 
meet these only through extension of 
knowledge in the individual man; its 
ideal is a new spirit in mankind but 
its effort to attain this must be through 
works. If in confusion at the magni- 
tude of the task we become appalled, 
let us remember that the principles 
governing approach to it still remain 
simple, as in days of old. 

“He hath shewed thee, O man, 
what is good; and what doth the Lord 
require of thee, but to do justly, and to 
love mercy, and to walk humbly with 
thy God ?” 











THE FAILURE OF BUSINESS LEADERSH][p 
AND THE RESPONSIBILITY OF THE 
UNIVERSITIES 


By WALLACE B. DONHAM 


HE inability of business and polit- 

ical leadership to rise to the new 

heights required by an unprece- 
dented situation, is the most disturbing 
fact of the three and a half years 
ending March 4. Nor were our uni- 
versities any better. Business men 
handled the affairs of their particular 
companies in most cases with amazing 
skill, but in the larger aspects of the 
depression business men, politicians 
and university professors almost uni- 
versally assumed that things would 
right themselves. The main effort in 
business and politics was to avert 
present destruction of institutions and 
industries and to trust to time. All 
kinds of disassociated partial remedies 
for particular conditions were, it is true, 
suggested. Inconsistent unrelated pan- 
aceas accumulated, unsupported by any 
definite theses on the function of gov- 
ernment or the responsibility and op- 
portunities of business men. Their 
authors were unconscious of the com- 
plex interrelationships involved in our 
social and economic structure. The 
only leadership that might have saved 
us from general catastrophe, leadership 
that took account of great relationships, 
was lacking. 


Business and Political Leadership 


Any effort to appraise these facts 
must start with the composition of 
the two groups, business men and 
politicians. Business attracts hosts of 
our finest youth, morally and intellec- 


tually. The percentage of college an; 
engineering graduates entering busines; 
immediately or within a few years 
after graduation has increased greatly. 
The largest opportunity to rise, among 
those who do not go to college, has 
been in the field of business. The 
world has envied our business man- 
agement. Churches, universities, hos- 
pitals, charities and similar public 
institutions testify to the idealism, hig) 
standards of service, and generous 
support both in time and money of 
great numbers of business men. The 
war service of American business was 
outstanding in history. Yet this group 
now fails to rise to a great emergency in 
its own general field. 

The failure of politics is less sur- 
prising for it has not been similarly 
esteemed. A variety of conditions has 
reduced to gloomy proportions the 
percentage of able youth attracted to 
the “‘endless adventure of governing 
men.” Every effort should be made 
to change this, for we need more of 
both wisdom and restraint in our 
Government; but under present con- 
ditions, politics could succeed only 
with a kind of help from _ business 
which was not forthcoming and which 
perhaps would not have been welcomed. 

I am not seeking reasons why busi- 
ness attracts and politics repels able 
young men. For the first time in our 
nation’s history business and political 
leadership have failed critically. If 
business had possessed the kind of 
general leadership needed, it could 
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save aided politics. The most disas- 
-rous failure, therefore, occurred in the 
soup that attracts our best youth. I 
yish to examine these curious facts. 
Both politician and business man con- 
stantly face problems of administration 
requiring immediate decisions on cur- 
ent facts. Although our problems 
have been almost wholly administra- 
tive, neither has understood how to 
deal with this depression. 

This lack of understanding results 
from a social situation which brought 
about serious ethical defaults. The 
same conditions, however, raise intel- 
lectual questions of high significance. 

Can we account for these striking 
failures in the midst of great national 


calamity ? 
Lack of Social Understanding 


One point should be made at once. 
Business leadership in this country has 
for generations been unique in the world 
for courage, enterprise and, I believe, 
integrity. Our inquiry is not why 
business failed in a long-recognized 
function, but why it did not rise to new 
heights required by novel conditions. 
The answer will be found in general 
social conditions. As Professor White- 
head says, “The problem is not how to 
produce great men, but how to produce 
great societies. The great society will 
put up the men for the occasions.” For 
these long years our society showed its 
inability to do this either in business or 
in politics. It must develop this capac- 
ity rapidly. 

The difficulty lies mainly in over- 
specialization. It is no one’s business 
to consider things in their relations. 
We build great industrial corporations 
which introduce amazing novelties into 
life. Their executives behave first, 
last, and nearly all the time as if their 
companies had no function except to 
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manufacture and sell. They have a 
fine understanding of their own busi- 
ness, too little grasp of their industries 
as a whole, almost none of the relation 
between their particular interests and 
our general social and economic struc- 
ture, and far too little grip on the social 
consequences of their activities. We 
create great banks. Their leaders too 
often know little beyond finance. 
When through intrusion of new social 
and economic forces, thousands of 
banks fail, they and the community 
think of improving the management of 
banks rather than of restoring social 
equilibrium. Yet lost social equilib- 
rium rather than bad management 
accounts for most bank failures. When 
the farm problem becomes a major 
catastrophe, business knowing little 
of the subject either ignores the plight 
of one-third of our nation or actively 
opposes plans to regain balance. It 
makes little effort to design better 
plans. Political leaders bent on mak- 
ing good laws receive specialized advice 
related to the narrow individual en- 
vironment of the advisor. Too often 
these political leaders lack the ability 
and always the acquaintance with 
affairs and with social theory necessary, 
if they are to make use of this special- 
ized advice, in securing a rounded and 
integrated view. Business men do not 
undertake the hard intellectual job 
of securing a general grasp of these 
complex problems through prolonged 
exchange and harmonizing of varied 
viewpoints. Most men think their 
duty done when they discuss one-sided 
presentations of narrow controversial 
topics. The tough study of relations 
out of which wider syntheses might 
come is not attempted. Efforts to 
induce groups of men to study broader 
problems repeatedly fail, because noth- 
ing in the previous experience of the 
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individual business man gives him 
assurance in his capacity even to think 
of these things. Yet it is a safe general- 
ization that no decision or series of 
decisions made by these business men 
affects their specialized interests so 
vitally as the complex social forces 
which produced this catastrophe. Un- 
der such conditions it is no wonder 
that leadership fails. 

The fact that science and machinery 
open wholly new possibilities for good 
does not, in our unskilled hands, pre- 
vent their collateral consequences from 
being peculiarly dangerous; nor does it 
lessen the difficulty of maintaining 
social balance amidst rapid change. 
Unless we learn how to maintain stabil- 
ity, the evil consequences of machinery 
may outweigh the good. We area dis- 
integrated and specialized people, at a 
time when rapid change and the very 


fact of disintegration make _ wise 
coordination essential to stability and 
progress. 


Nearly 20 years ago Brooks Adams 
in The Theory of Social Revolutions 
stated the essentials of the problem: 


Meditating upon these matters, it is hard 
to resist the persuasion that unless capi- 
tal can, in the immediate future, gener- 
ate an intellectual energy, beyond the 
sphere of its specialized calling, very much 
in excess of any intellectual energy of which 
it has hitherto given promise, and unless it 
can besides rise to an appreciation of 
diverse social conditions, as well as to a 
level of political sagacity, far higher than it 
has attained within recent years, its rela- 
tive power in the community must decline. 


Need for Capable Administrators 


Since Brooks Adams’ time, effective 
responsibility has passed rapidly from 
capital to a new managing class, the ex- 
ecutive heads of great corporations and 
firms. This class is not yet equipped 


for its task, but it must be. For 





good or evil it controls powerful socia| 
institutions. 

We need in business and _ politics 
administrators who are able not only 
to handle their specialized problems 
well, but also to see things in wide 
relations and do their part in maintain- 
ing society’s stability and equilibrium. 
History is valuable, specialized theories 
helpful, but the administrator makes 
his decisions and acts in the present, 
He deals with the flux of conditions 
as he meets them. Knowledge of 
the past is an important part of equip- 
ment for dealing with the present. 
It never relieves the administrator 
of responsibility for decision and action, 
Specialized social theories almost al- 
ways need modification to fit concrete 
necessities. Henceforth, political and 
business administration must not only 
be coordinated, but it must be based 
on understanding of significant social 
relationships and of modes of attack 
which will result in wiser decisions 
on immediate questions. 

I emphasize the ethical elements 
involved in our loss of leadership, 
elements which have to do with the 
art of living together. The community 
is always shocked by individual cases 
where men of great prominence fail 
to understand the obligations of leader- 
ship. It is fitting that the community 
should respond as it does. Neverthe- 
less we shall not cure the situation by 
punishing a few or by making scape- 
goats of great groups because a few 
gowrong. Given powerful temptation, 
human nature is frail. ‘‘Lead us not 
into temptation”’ should be the corner 
stone on which we build efforts to 
“‘deliver us from evil.” Neither busi- 
ness nor government understands the 
practical implications of this great 
prayer; nor are they wholly blame- 
worthy, for the problems are new. 
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Here again OV erspecialization is at 
The infinite variety in the tech- 
nique of modern industry has retarded 
1 evolution of group concepts in the 
‘cal field. The particulartradeis too 
such the ethical unit. Group responsi- 
hil ty is slow to develop. Almost uni- 
male the codes of ethics of trade 
associations miss the responsibility of 
the group for the prevention of prac- 
tices, harmless in individual cases, but 
on the average putting too great a 
strain on human nature. Types of 
activity tending to lower the tone of 
the group or hurt its relations with 
other groups and with the community 
must be tabooed, irrespective of the 
ethical aspect of the particular situa- 
tion. Mingling the funds of the client 
with one’s own funds may be high- 
minded and all to the advantage of the 
client, yet the ethics of the law forbids 
the whole practice, because it puts 
too great a strain on human nature. 
High-minded business men, lacking a 
sense of responsibility of the group 
for the group, too often engage in 
social activities that set a bad example 
to less robust characters. He is a 
rare business man who refrains from 
individually sound business transac- 
tions, because on the average such 
transactions put too great a strain 
n human nature. Yet such consider- 
ations are the very core of the art of 
living together and the substance of 
professional ethics. 
Failure to understand these problems 
accounts for the unethical aspects of our 
bank problem. It is responsible, for 


aul 


modern department-store banking with 
its serious ethical dilemmas that too 
frequently end in bad management. 
[t accounts for many difficulties in the 
investment field at home and abroad 
and for many of our public utility 
problems. 


Changes in the law based 
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on the known frailty of human nature 
are needed to correct these conditions, 
but the law and the policeman will 
never create high professional stand- 
ards. This is a task too big for the 
codifier. Fortunately men are proud 
of the institution they create or control. 
Trained and far-sighted self-interest 
will dictate to any such man who 
understands the problem that the 
established business which desires long- 
time success shall act in socially sound 
ways. 


Has the Law Met the Situation? 


Beside the politician and the business 
man the principal social group which 
deals with affairs is the legal profession. 
To my great personal regret, as a 
member of the bar, we cannot expect 
the needed ethical leadership from this 
profession. During most of the last 
century the lawyer understood well 
the simpler society of which he was a 
part. He was the trusted adviser 
of his community, the man to whom a 
large part of the community turned in 
times of stress, the man who at home 
and in the broader community outlook 
represented his town or state. The 
nature of his environment both focused 
attention on social objectives and gave 
time to perform a social function. 
It was simple to correlate his economic 
status and such social obligations. 
Without question, the lawyer who was 
a real leader received his major satis- 
factions in this part of his activities. 
Following the creation of great city 
business law firms, most of our ablest 
lawyers went to work under intense 
pressure as the servants of business 
and mainly doing its will. They grad- 
ually ceased to be advisory leaders 
and sound general counsellors to their 
communities. In the process they lost 
something and the community lost a 
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great deal. We see the result in the 
low state of our bankruptcy bar and 
of our criminal law at the present time. 
It is inconceivable that the criminal 
law could be in its present flabby 
condition if the best lawyers had paid 
attention to it. It is likewise incon- 
ceivable that the serious delays incident 
to the administration of justice, both 
civil and criminal, could continue so 
long if the best men actively worked 
to improve conditions. Indeed, one 
questions whether some of our ablest 
lawyers really desire to eliminate delay. 
Delays often form a useful means for 
accomplishing business objectives or 
for defeating the ends of criminal 
justice. 

Men of real imagination and ability 
in the legal profession have not, on the 
whole, retained their social point of 
view or used their talents to solve 
the increasingly complex problems of 
our organized community. In too few 
cases are the earnings of individuals 
subordinated to opportunity for service. 
The profession has become largely an 
auxiliary to business rather than a 
learned profession. But in view of the 
close relationship now existing between 
the lawand business, I am far from hope- 
ful of any radical counter development 
unless a similar development takes 
place simultaneously in business. The 
human race is not so constituted that 
we can rely for socially sound progress 
on the general altruism of great groups. 
Long-time selfish interest must be en- 
listed wherever possible. The personal 
nature of the lawyer’s business gives 
him less opportunity than is afforded 
the executive of a great corporation to 
build an institution of long life. For 


this reason, intelligent long-time insti- 
tutional selfishness as a force toward 
maintaining high ethical standards is 
less effective than among corporation 
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executives. No process of selection 
will be devised which gives us a legal 
profession made up of idealists. Under 
these conditions the best and perhap; 
the only chance of restoring the |ay 
to the status it formerly held in the 
community is by raising the ethical 
and social standards of business. Syc- 
cess in doing this may raise the stand- 
ards of the bar to the old level. 

An illustration of dangers involved 
in lower ethical standards of the law 
may be seen in current developments 
connected with security holders’ com- 
mittees organized to deal with corpora- 
tions which are in financial difficulty. 
The high cost and long delays of legal 
procedure led in 1920-23 to great 
growth in voluntary reorganizations 
through such committees. In this de- 
pression the device is used by selfish 
groups, and by their attorneys some- 
times to the stage of rackets, as a way of 
securing special favors and large lega| 
fees rather than in the general inter- 
est of corporations and their security 
holders. 

As things stand today, the law is in 
no position to assume leadership in 
solving the ethical problems imposed 
upon us by scientific developments. 
While a formal code of ethics is better 
understood, social consciousness is less 
aroused than in the business group, and 
the ethics of the law fail to keep pace 
with developing needs of society. | 
do not mean either to criticize indi- 
viduals or to suggest that the best part 
of our legal profession is made up of 
men with less ability or lower ethical 
standards than 50 years ago. I do 
say that the increasing complexity of 
society, the intense pressure in the life 
of able members of the bar, and the 
subordination of the profession to the 
interests of business clients, combine 
to make this group less significant and 
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fective on broad social problems than 
+ was at an earlier period. 
Ethical and Intellectual Problems 
[he solution of problems of business 
-hics, the task of learning how to con- 
duct business so as to add to general 
security and happiness, must be under- 
aken primarily by business leaders. 
Their 0 \bject must be to do the job so 
well that the law and the policeman are 
unnecessary. When business fails to 
issume this responsibility, the law will 
treat it as antisocial, and inept remedies 
with unpredictable but surely bad social 
consequences will add strains to civiliza- 
tion. Many unwise laws will result 
from this depression. ‘The ethical test 
must be good conscience, not only of 
the individual, but of the individual and 
he group for the group, to the end that 
the saa name of business may not 
suffer and that business shall be con- 
lucted with an aroused and trained 
sense of responsibility for the future. 
All business practices which put too 
great strains on human nature must be 
considered unethical, and men must be 
rated by their fellows less for their 
ability to appropriate economic power 
| for their success in accumulating 
dollars and more for their social imagi- 
nation and institutional far-sightedness. 
Our university schools of business 
have a heavy responsibility for hasten- 
ing the evolution of social and ethical 
and this depression should 
speed the emergence of sound group 
ponsibility. 
But ethical questions are only part 
four trouble. The intellectual prob- 
lems also present serious difficulties. 
Can we produce leaders with capacity 
in general affairs? The facts are clear. 
A nation whose most significant aspect 
s a fluid social condition, whose people 
ssess great assets of energy, vitality, 


oncepts, 
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and courage, whose specialized progress 
in a variety of fields is unique in history, 
suddenly finds itself for long years lack- 
ing the essential and particular type of 
leader. The raw material for such 
leadership certainly exists. Many men 
now in charge of great industries have 
the native capacity and the public 
spirit. We must quickly equip similar 
men for the new task. 

The problem is one in the general 
physiology of society. The continu- 
ance of life and health for any indi- 
vidual depends on maintenance of a 
moving organic equilibrium within cer- 
tain indefinite limits of tolerance. The 
arms and the heart and the brain func- 
tion normally only if this equilibrium 
be maintained. All opportunity for 
progress or action is lost for both the 
organism as a whole and for its mem- 
bers when disturbed equilibrium brings 
severe sickness or death. Serious mal- 
adjustment originating in a special part 
of the body may spread to other 
organs and upset the whole equilibrium. 
Remedies apt and effective for the 
special maladjustment become ineffec- 
tive for the more general maladjust- 
ments. Often they are completely dis- 
placed by other techniques of more 
general import. So the treatment of 
general septicemia displaces operations 
for the removal of tonsils. The great 
bulk of the physician’s practice is con- 
cerned with difficulties which respond 
to specialized remedies or cure them- 
selves. In such cases the general toler- 
ance of the organism is not exceeded. 
Serious situations usually arise when 
some special function or organ disturbs 
the whole balance beyond these limits. 
Such general problems of disease or lost 
equilibrium must be treated principally 
as contemporary problems. ‘The past 
history of the organism assists in 
appraising contemporary conditions. 
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But, although it helps interpret, it does 
not displace the thermometer, the test 
tube and the microscope. 

So it is in problems affecting the 
moving equilibrium of society. The 
daily work of the world is done by 
individuals living their specialized eco- 
nomic and social lives within a moving 
equilibrium maintained either by 
chance or by design. In our present 
society, all members save politicians at 
their best are specialists. Natural sci- 
ence transformed the world and until 
recently added greatly to our material 
well-being. But this specialized prog- 
ress brought uneven social and eco- 
nomic developments and _ serious 
maladjustment. General equilibrium 
is lost. The limits of tolerance, the 
margins of safety, are exceeded. 

Under such conditions, unless we are 
to rely on chance, the politician as 
social physician must carry out con- 
scious plans for restoration. He alone 
can create conditions which restore 
general stability, release the energies of 
the individual, and enable specialized 
activities to resume their normal func- 
tions. Until this stability is assured, 
other individuals are powerless as they 
arein war. But our politicians are not 
general physiologists. They lack the 
broad training and essential knowledge 
of diversified factors. 

Education is at fault. Amazing 
equipment, ability and energy, and 
immense sums of money are devoted by 
our universities to studying the phys- 
iology of the individual. These 
studies include not only specialized 
attacks on the physiology of particular 
organs, but a vast array of studies in 
general physiology. In the social sci- 
ences we have few men who transcend 
their specialities, and we devote almost 
no funds to research in the complex 
dynamics of society. As a result little 


progress is made in its general physiol. 
ogy. The politician struggles with the 
most serious economic and social dis. 
ease since the early days of the Indy. 
trial Revolution. His equipmentis tha 
of a country doctor in the eighteenth 
century. His task, unaided, is hope- 
less. Yet neither business men no; 
university professors have given the 
help he requires. 

Nor can we rely on the legal profes. 
sion to supply what the politician 
needs. The lawyer also is overspecial- 
ized. Too much of his attention js 
devoted to fitting the desires of clients 
into detailed provisions of statutes and 
complex ramifications of court de- 
cisions. In a multitude of instances 
these are unresponsive to changing 
conditions and to legitimate new needs. 
He has little time to study broad social 
implications, and except when questions 
of constitutional law are involved, his 
attention is not focused on wide ques- 
tions involving social relations. These 
broader problems will receive atten- 
tion from the bar when, but I fear 
not until, their importance is recognized 
by business men. In the meantime 
the lawyer, like the business man, can 
contribute only his partial and over- 
specialized point of view. This adds 
a danger, for, as a specialist in law, he 
is frequently assumed to possess also 
an acquaintance with affairs which will 
enable him to draft wise laws. 


The Immediate Emergency 


Without men properly trained for 
leadership, can anything be done? | 
shall deal with the immediate emer- 
gency first. We should extemporize 
so far as possible the methods of secur- 
ing a general coordinated attack 
on these problems. Fortunately the 
President shows great capacity for 
leadership. 
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-hecks and balances of government, 
devised to slow down action in normal 
times, are wholly unsafe. We need 
and are getting concentration of power 
‘2 the President of the United States 
like that brought about by the Great 
War. Leadership is possible only 
through decisions quickly made and 
We should not look for the 
The President is human 
and limited like the rest of us. He will 
make mistakes. But almost any 
planned effort to restore equilibrium is 
better than no plan. The skilled lead- 
ership of an astute politician who 
knows his own limitations is all we are 
entitled to expect. He has in many 
ways shown his wish to listen and his 
intent to make his own decisions. The 
most serious danger arises from the lack 
of unspecialized thinkers who can ad- 
vise him wisely on broad questions. 
The best hope of counteracting our 
specialized conditions is by a diversified 
group of able flexible-minded men, 
chosen from men of affairs, from univer- 
sity social scientists, and from politi- 
cians. Such a formal or informal group 
may formulate a coordinated scheme to 
restore this nation’s general framework, 
its organic equilibrium, so that the 
energies and initiative of our people, 
now hopelessly unable to function, may 
be released from the paralyzing conse- 
quences of our lost general balance. 
This depression long since passed the 
point where it was safe to assume that, 
given time, recuperative forces would 
assert themselves. The President 
needs the help of such a diversified 
group before he determines final poli- 
cies. He is probably getting it, al- 
though evidence of coordination is 
lacking. The questions involved gen- 
erally require governmental action. 
(he individual is powerless. 


In a crisis greater than war, the 


enfc yrced. 
impossible. 
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There need be no fear that general 
planning devoted to restoring the equi- 
librium of society will displace indi- 
vidual initiative and substitute a regi- 
mented civilization similar to that in 
Russia. Only by a general plan can 
we attain the stability under freedom 
necessary to release the powers of the 
individual. 

So much for the temporary problem 
of securing a substitute for the leaders, 
the general physiologists, whom our 
social organism must soon develop or 
else lose the continuity in its stability 
and progress. ‘Temporary solutions are 
at best inadequate. We must create 
social forces which will continuously 
evolve from our people the type of 
leader we need instead of waiting years 
for one leader to emerge. 


The Task Confronting the Universities 


The trouble begins in the universities 
and colleges, and a cure is almost incon- 
ceivable unless we supply it. In no 
other place does the variety of experi- 
ence exist. Without their initiative we 
shall not obtain this new type of admin- 
istrator in the necessary numbers, men 
who are alert to seize the widest mean- 
ing of their jobs. We must have such 
men quickly. They must understand 
that the accumulation of specialized 
subjects, even when study of one 
specialty is carried to a point that gives 
great knowledge of its internal relation- 
ships, is not enough preparation for life. 
They must be equipped by training in 
the technique of handling interrelated 
social situations involving many spe- 
cialties which we now consider in dis- 
association. Every executive head of a 
great corporation understands well its 
internal relationships. His failure to 
grasp new general conditions arises not 
so much from lack of information as 
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from lack of a technique for studying 
widely varied social facts and bringing 
them into schemes of relations. In the 
universities we do not now give the 
grasp of relationships and the tech- 
niques for their study which such men 
need to continue self-education in the 
midst of active careers. These starting 
points are essential to effective educa- 
tion in life. We must equip men with 
methods, arouse an intellectual curios- 
ity and develop a social philosophy 
which will survive the early years after 
they leave us and result in steady efforts 
to see the wide implications of their new 
life specialties. Methods, curiosity 
and a philosophy are the great objec- 
tives, for changing circumstances will 
upset most practical conclusions. If 
men so trained have the qualities for 
leadership, they may be trusted to 
improve methods and to keep such 
enthusiasms. They will be the type of 
administrator we need. 

Before these things can be accom- 
plished, our universities must add new 
elements and strengthen old elements 
in the social sciences. 

We may agree with Walter Lippman 
that our “democracy is a creature of 
the immediate moment. With no 
authority above it, without religious, 
political, or moral convictions which 
control its opinions, it is without 
coherence and purpose. Democracy 
of this kind cannot last long; it must, 
and inevitably it will, give way to 
some more settled social order.” We 
may also in part agree that “in the 
meanwhile the scholar will defend him- 
self against it. He will build a wall 
against chaos, and behind that wall, as 
in other bleak ages of the history of 
man, he will give his true allegiance, 
not to the immediate world, but to the 
invisible empire of reason.”’ But social 
science cannot stop there. Some must 





train for decisions involving action 
Obviously this is not required of 4) 
social scientists, but an institution like 
the Harvard Business School has no 
choice. For us it is not enough to 
equip specialized staff experts. Failure 
to train men for action is failure on oy; 
job. 

The intellectual difficulties are great, 
By the limitations which make us men, 
we never see all elements entering into 
social equations. Partly because we 
are isolated from the world of action we 
define no dividing line between what 
can and cannot be foreseen. We pos- 
sess no logic or method for dealing 
with situations that require action 
when understanding is impossible, 
The philosophic problems involved in 
the great question faced by men of 
affairs, the necessity of preparing for 
the unforeseeable and of acting when 
comprehension of forces at work is 
impossible, have almost no attention 
from the society of scholars. We con- 
stantly ask for more time, for more 
facts, for more statistics, and put of 
for a century the date when under- 
standing will enable us to cope effec- 
tively with current problems. That 
time will never come by accumulating 
data. Understanding of contemporary 
problems can never be adequate. 

We must face the increasing com- 
plexity of the world, the difficulty of 
securing and appraising facts, the in- 
creasing instability the world over, our 
lack of control over the causes of our 
troubles, the limits of our understand- 
ing, proceeding not only from limits 
of knowledge but from the complexity 
of variables which in most fields limits 
thought itself. We can have little 
better understanding of or control over 
the forces at work at any moment than 
has the human mind of the constant 
flux of chemical reactions which bring 
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about the automatic adjustments that 
alone make possible the organic sta- 
bility of the individual. 

Our task is not the impossible one 
f comprehending all elements in the 
constant flux of affairs. It is that of 
bserving the social consequences of a 
mass of events always as a whole 
beyond human foresight or understand- 
ing, and of picking out and dealing 
with such recurring results as unem- 
ployment and the farm problem. We 
must learn to adjust ourselves to these 
-onditions or to counteract them just 
as the human body with no understand- 
ing of reasons makes its adjustments to 
internal and external change. We 
should strive less to comprehend con- 
ditions of particular periods, and more 

better our adaptation by shock- 
absorbing mechanisms. This accom- 
plished, a field will have been carved 
ut where planned intelligence may 
relate itself more to progress and less 
to stability. 

The whole history of successful or- 
ganisms is the story of triumphs in 
preparing for the unforeseen and deal- 
ing with the incomprehensible. But 
the logic of relations between social 
science and the world of action is not 
developed to the point where our con- 
clusions are useful for similar political 

business judgments. Lacking a 
lear-cut logic and disturbed at our 
ineffectiveness, some of us_ revolt 
against obvious evils in the world and 
become Utopia hunters, futilely strug- 
gling to blueprint an unforeseeable 
iuture. As a by-product of this effort, 
too frequently we become seekers after 
personal devils, and endeavor to place 


on selected individuals or some one 


social group all responsibility for the 
irailties, both intellectual and ethical, 
which result from our common human- 

Others in our group overrate the 
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value of specialized thinking as the 
basis for concrete decisions. 


Integration versus Specialization 


The conclusions of the Utopia builder 
have less value than those of the 
specialist. Important as they may be 
in focusing attention on evils in the 
present-day world, they have no direct 
reference to reality present or future. 
The number and changing nature of 
social variables, the stark limitations 
on human intellect, make efforts to 
blueprint the future hopeless. The 
emotions of the scholar become in- 
volved with his conclusions and vitiate 
them. On the other hand, too little 
weight is given to the emotions of 
masses of men. Efforts to direct 
society into novel and distant forms 
distract attention from closer and more 
practical objectives. Our job is to 
contribute to the evolution of this 
society, not to create social novelties 
existing only in our own minds. 

The values attainable through spe- 
cialization are greater but they are 
severely limited. Any human judg- 
ment on questions of socia! policy is 
based on partial information, on work- 
ing hypotheses and on assumptions 
partly expressed and partly implicit 
in the intellectual and emotional back- 
ground of the individual. This is true 
of the natural sciences. Einstein modi- 
fies Newton because his information 
has expanded, his working hypotheses 
are enlarged by new tools. New as- 
sumptions partly expressed and partly 
implicit in his wider intellectual back- 
ground grow out of more powerful 
telescopes and microscopes, more exact 
measurements, and a more efficient 
mathematics. But, for two centuries, 
limited definitions of reality made by 
Newton gave the basis for our tech- 
nological development. Emotions play 
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less part in natural science than in 
human affairs, although pride of scien- 
tific opinion frequently breeds narrow 
contempt for the slower progress of 
those working where accurate weights 
and measures are impossible. The 
scientist frequently assumes that if he 
turned his more disciplined brain to 
social science he could at once function 
as an expert. Thus we have Tech- 
nocracy; and Einstein, perhaps the 
greatest of mathematicians, organizing 
a committee to solve the world’s 
social problems. There is in practice 
an enduring quality to generalizations 
about the material world which gives 
natural science the semblance of build- 
ing brick on brick. As a methodology 
of material progress, its assumptions 
and isolations work not only for the 
moment, but within the limits of 
observed phenomena permanently. 
Most applications of science directly 
affecting the layman are developed by 
specialists. As a result both scientists 
and laymen have great confidence in 
specialized attacks. True, the most 
fundamental scientific progress results 
from broader, more philosophical re- 
appraisals of scientific phenomena by 
men who transcend the limitations of 
prevailing assumptions. But the lay- 
man and most scientists see possi- 
bilities for application rather than 
distant objectives of the philosopher. 
The very success of specialized 
attacks on natural science brings grave 
danger to social scientists who try to 
frame current policies or to train 
administrators for action. Wholly im- 
proper translation of confidence in 


specialists and their technical accom- 
plishments makes us exalt our special- 
ized conclusions above the limitations 
of our assumptions, and claim for these 
conclusions mistaken weight in the 
world of affairs. 


We adopt the meth- 





odology of natural science withoy; 
attention to logical differences. 

The chemist isolates elements 5, 
combination of elements. Withip 
limits imposed by past gains and 
imaginative technique he analyzes, 
combines and recombines. Useful re. 
sults follow conclusions properly drawn 
from his experiments. Later refine. 
ments in technique may, of course. 
modify or improve. Larger vision {o]- 
lows on each step of progress in pure 
science, but our chemical industries, 
our steel industry, the automobile and 
radio, and striking developments jp 
medicine testify the continuous value 
of this specialized method. 

The economist or the student of 
mass psychology and human behavior 
picks out of the welter of things 
elements fitted to his particular spe- 
cialty. He reasons to general con- 
clusions based on this selective isolation 
of facts. Often such conclusions are 
sound for a limited time and condition. 
Many specific economic and _ social 
questions turn on how a particular 
thing will work. Here the specialist 
is essential to understanding. Most 
business decisions are of this sort. 
Nevertheless, even in such subjects, 
when conclusions are used as the basis 
for action or in training men for 
action, consideration of many related 
factors is necessary far sooner than 
we realize. In all general situations 
where social or business decisions must 
be made, grasp of relations is essential. 
The specialist’s choice of facts does not 
in truth isolate them from the social 
structure. His conclusions have nei- 
ther necessary nor probable validity 
on questions of policy. Some category 
which his artificial isolation excluded 
not only may but almost surely will 
modify or destroy their applicability. 
Indeed such considerations often keep 
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the limited conclusion from having 


value even as a premise for broader 
seneralizations within the specialty. 
The choice from a specialized field 
makes a fatal break with reality, 
hat invalidates the whole thesis. Such 
-onsiderations account for the fact, 
therwise incomprehensible, that for 
iso years economists have been free 
traders, and for 150 years the world, ex- 
cept England, has been protectionist. 
It was discontent with partial theories 
which led the economist, Pareto, to un- 
dertake the larger synthesis of his mon- 
imental treatise on general sociology. 
Specialized scholarship rarely pays 
enough attention to change to meet 
the need of business schools. Passage 
f time affects the validity of both 
explicit and implicit premises. New 
facts must have their proper effect in 
modifying old starting points. The 
greatest variable in our social equation 
since March 4, is Franklin D. Roose- 
vel’s Sunday evening radio talk. Its 
implications will revise many economic 
policies, just as the psychology of the 
patient often determines medical pro- 
cedure. Laissez faire is made impos- 
sible by new social fixities like the 
labor movement, not primarily eco- 
nomic and subject to limited political 
control. Conclusions of the early econ- 
mists, based on express and implied 
assumptions about human _ behavior, 
were soundly related to a static world 
and to the homogeneous, highly inte- 
grated England of that day. Tradition 
controlled the thought, emotions and 
action of men in all levels of society. 
Such economic conclusions have little 
relation to decisions necessary in a 
nation whose prime characteristic is 
pid change, whose whole situation is 
affected by a century of technological 
progress and whose social problems are 
se of a heterogeneous community 
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still trying to pour an American people 
out of its melting pot. The most 
basic and perhaps the most question- 
able assumption underlying specialized 
attacks on social sciences, namely that 
we are in fact an organized society, ob- 
scures reality. Our task in America is 
to create something like social and eco- 
nomic order in a nation rapidly becom- 
ing more rather than less disintegrate. 
Sound general conclusions as to prob- 
lems of action cannot be attained by 
separating from the total contemporary 
situation premises interesting to us as 
specialists. When we face the task of 
training administrators, competent to 
handle the nation’s business and polit- 
ical problems, we must constantly bring 
premises up to date and broaden our 
baselines. Specialized conclusions have 
at best narrowly limited and usually 
no validity when decisions of wide scope 
must be made and carried into effect. 


Fixed Elements and Variables 


In such training we must likewise 
avoid thinking in the vacuum that 
considers all elements of our equations 
in flux. Conclusions so drawn will be 
wrong in the world of affairs. Human 
emotions, living habits, the mass psy- 
chology and diverse conditions of great 
groups of men and great subdivisions 
of the world, taboos in great variety, 
fix for all predictable periods many 
things of first importance. Construc- 
tive thinking will sort these out, and 
constructive policies will assume them. 

England’s psychology and policies 
are dominated by 150 years of reliance 
on export trade. No union of political 
parties changes this fact. It is ex- 
pressly or implicitly assumed by her 
economists. France is controlled by 
her desire for a balanced economy and 
for security. Her policies always re- 
flect these fixities. Australia can buy 
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only by selling wheat, wool, and frozen 
meat, or by borrowing. Under these 
conditions she will borrow when she 
can. China’s future must be worked 
out underconditions determined mainly 
by pressure of population on land. 
This nation is deeply affected by the 
necessity of exporting wheat, pork 
products andcotton. Inevery country 
political and economic policies must 
reckon with such things. The develop- 
ment of a social science, useful to 
administrators and for training admin- 
istrators, is dependent on constant 
recognition of such fixities. 

On the other hand we cannot at our 
will fix one element, like demand, while 
we consider another, like supply, or 
ignore changing price levels while we 
consider long-time remedies for the 
banking situation, or purchasing power 
while we deal with wages. Construc- 
tive administrative results will not 
follow. 

We must not pin faith on names and 
terms, for the facts behind them change. 
On the other hand we cannot ignore the 
persistence of such terms in our own 
minds and in the minds of great masses 
of people. The facts change, but the 
shibboleths continue. 

The gold standard illustrates the 
importance of sentiments, emotions and 
fixed ideas attached to names by large 
masses of people. I shall refer to five 
episodes. 

The first, concerned with the growth 
of the fixed idea, was the defeat of 
Bryan and silver in 1896, hailed by 
conservatives as a triumph of sound 
money, common sense, and integrity 
over inflation and repudiation. The 
general prosperity of the next ten years 
strengthened this point of view. Little 
or no attention was paid the accumu- 
lation of gold from new mines and the 
important effects of the cyanide process 





which together furnished the supply of 
gold needed to maintain national ang 
international business and prices. §¢j- 
ence this time contributed to stability. 
New banks created in 1900 added ex. 
pansion of credit. It was the happy 
accident of this new gold and these 
new banks which turned the decision 
on a perhaps debatable economic ques. 
tion into the tradition of a great mora] 
victory. The gold standard became 2 
fixed idea and a rallying cry. Up to 
1913 we continued on the gold standard 
as then defined and understood. 

The second episode includes a series 
of changes in our national currency 
situation. The Federal Reserve Sys- 
tem was created in 1913 with great 
potential expansion of both currency 
and credit. The World War brought 
issues of government bonds and pro- 
visions of law making the new bonds 
available as the basis for credit. In the 
last decade, international conditions 
caused us to import a large part of 
the world’s gold stock. These things 
gave us a national managed currency 
wholly unlike the national gold stand- 
ard in existence when the community 
acquired its fixed idea. 

A third set of forces coupled with this 
importation of gold completely changed 
international aspects of the gold stand- 
ard. Instead of one standard in the 
gold countries, managed by the Bank o! 
England, country after country went 
off gold until the only important coun- 
try on earth which continuous!) 
maintained a free gold market was the 
United States. The Bank of England 
no longer had control. During 1928 
and 1929 even consultation between our 
Federal Reserve officers and officers of 
the Bank of England, in efforts to man- 
age gold so that England could stay on 
the gold standard, was severely criti- 
cized in this country. 
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Plainly such a gold standard is essen- 
ally different from the old situation 
described by the same words. Yet this 
change in meaning attracted little or no 
attention either during those years or 
when price levels collapsed. Old fixed 
‘deas continued in full force under the 
new conditions. Up to 1926 this per- 
istence of old ideas was an asset to the 
community. In itself it reduced the 
chance of serious error in the manage- 
mentofcurrency. But when rapid and 
uncontrolled expansion of credit started 
in the last two years of our boom, it 
became a danger. The great excess of 
reserves in the Federal Reserve banks 
and the huge stock of gold made nearly 
all leaders feel sure of the future. How 
could anything happen when we were 
securely anchored to this stable rock of 
gold and when credit could expand 
indefinitely ? 

Next we faced deflation, and the gold 
standard became still another thing. 
The fixed idea was again a peril, for it 


prevented objective study of the total 
It focused attention on the 
preservation of a new and unstable 
monetary system never properly related 
to general conditions but masquerading 


situation. 


inder the name “gold standard.” 
Under the new facts old methods of 
credit expansion failed to check the 
iownward spiral of deflation. Never- 
theless during the three and a half years 
ending March 4 thoughtful students of 
the subject watched with care every- 
thing they said or wrote lest they dis- 
turb the great group of people who 
believed in the sanctity of these shifting 
phenomena whose only common denom- 
inator was a name. 

On March 4 for the first time objec- 
tive handling of the subject became 
possible. Then all men of affairs ex- 
perienced in finance knew we had gone 


f gold. Yet so great is the force of 
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this fixed idea and of the emotional 
responses it calls forth, that the Secre- 
tary of the Treasury properly and 
wisely says we are still on gold—mean- 
ing this time apparently that we intend 
to restore something approaching a 
free international market for gold as 
soon as practicable while at the same 
time we maintain a managed currency 
at home. Let us hope that careful 
consideration will be given to present 
circumstances before we set up some- 
thing new as the gold standard, for 
many group loyalties will follow the 
name. 

The one stable element in this whole 
panorama is the psychology of masses 
of men related not to facts which take 
at least five different forms, but to a 
name. I am not advocating our giving 
up this fixed idea. It may be a most 
important social asset. I do say that 
forces of such importance must be given 
more weight by social scientists regard- 
less of complete lack of logic before our 
conclusions are useful to administra- 
tors. In many cases such facts should 
modify or reverse decisions. In any 
event we must be aware of them and 
their illogical characteristics. 


Cohesive Forces in Society 


There are many but all too few such 
cohesive forces in our social structure, 
names to which great group loyalties 
attach. Such loyalties are precious. 
Under wise leadership they become 
great stabilizing forces and the basis of 
progress. With bad leadership any of 
them may be dangerous. I list a few 
such loyalties: the Constitution, the 
Flag, the Family, Fundamentalism, the 
Roman Catholic Church, the Capital- 
istic System, Rugged Individualism, 
Labor, the Farmer, the Republican 
Party, and the Democratic Party. 
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Perhaps the Roman Catholic Church 
changes least of all these loyalties, yet 
this Church in the different environ- 
ment of this country differs itself in 
marked degree from the Church in 
Italy. As an eminent Catholic profes- 
sor recently stated, it is a tolerated and 
accepted view in the Catholic Church 
that the changes primitive Christianity 
has undergone are analogous to the 
changes the child undergoes in becom- 
ing the man. We all know the impor- 
tance of environment in these changes. 

The Democratic and Republican 
parties with almost no fundamental 
differences in point of view still hold 
the persistent loyalty of many millions 
of people. Wise leadership of the 
Democratic party may even now 
change it into the great liberal party so 
much needed by our nation. Existing 
loyalties may make possible what the 
Progressive party tried to do and failed. 
But if the Democratic party became a 
great liberal party, the Republican 
party would at once turn into the great 
conservative party we just as surely 
need. ‘The economic and social conse- 
quences would be of first significance. 

Few of these group loyalties are 
economic, but all introduce important 
elements which administrators must 
take into account. As social scientists 
we must, on the one hand, understand 
the persistent strength of such loyalties 
and, on the other hand, keep constantly 
in mind changes concealed under the 
fixed names. 


Special Technique and Broader 
Integration 


I do not undervalue specialists. I 
seek to increase their value by redefin- 
ing well-recognized logical limits. 

Failure to accept limitations inherent 
in specialized approaches will lead 
inevitably to serious overstatements 
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and misstatements of conclusions « 
reached, and weaken our effectivenes; 
in developing a general logic of the 
social sciences which gives hope of 
practical accomplishment in the most 
serious problems this nation faces, 

Important concepts, like the scope 
and validity of specialization and jj, 
limitations, baffle us when we attempt 
to describe them. It is peculiarly diff. 
cult to draw exact distinctions. Each 
new case must be considered on its 
merits. Illustrations are better than 
definitions. We all know the value of 
specialized technique where appendici- 
tis is concerned. No treatment is 
possible except that of the surgeon. 
Moreover, his treatment is both con- 
crete and effective. The phenomena 
involved can be isolated and handled 
adequately. 

The heart specialist whose patient 
must avoid worry, and rest his heart 
for a prolonged period or die in a short 
time is in a different position. The 
diagnosis can often be made with assur- 
ance. The remedy is both concrete 
and in a multitude of cases effective. 
Here, however, other social variables 
may upset every possible remedy. A 
collapse in business affecting not only 
the patient but his dependents makes 
admonitions not to worry ineffective, 
like advice to France that she forget 
problems of national security. A wife 
and children wholly dependent on cur- 
rent earnings may cause a high-minded 
individual whose only hope is prolonged 
rest to face death as the better path. 
No heart specialist worth his salt fails 
to take such social variables into ac- 
count before he gives his considered 
advice. Otherwise such advice, sound 
from the narrow viewpoint of his 
specialty, may add to the special difh- 
culty and hasten the general result he 
tries to avoid. 
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Business school curricula must be 
: built on specialties, partly for peda- 
sical reasons and partly for the direct 

of value of specialized viewpoints and 
specialized techniques. But no school 
‘ business performs its task, even 
within the business field, if its graduates 
t are unaware of the complex interrela- 
ions which make subdivisions artificial 
i- and subdivided conclusion often un- 
Marketing has narrowly lim- 





| ] 
n sound. 


s ‘ted validity apart from production and 
n fnance. Important decisions in pro- 
f juction are generally controlled by 


markets and by financial limitations. 
Moreover, business itself or econom- 
ics as the overall generalization for busi- 
ness schools has fatal defects. Other 
cial variables broader than any com- 
oany, and broader than either business 
r economics, enter to control condi- 
ns and make specialized conclusions 
inept and ineffective. The facts that 
should control important policies of 
particular companies are generally out- 
side their direct activities, often outside 
their industries, and in times like this 
mainly beyond the power of business as 
awhole. Since many problems require 
ordination of business and govern- 
ment, an understanding of govern- 
mental relations is essential. “4 
In approaching such questions, busi- 
ness schools in our universities have 
peculiar advantages. On the one hand, 
the nature of our activities compels 
close contact with men of affairs. On 
the other, the university environment 
enadles us to build bridges to other 
faculties giving access to a wide range of 
specialized disciplines, outside narrow 
ncepts of business but essential in 
its largest problems. Sticking always 
to its primary function of making a 
rofession out of business, a university 
usiness school not only can, but must 
ombine many diverse points of view 
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bearing on the relation of business to 
civilization. This will be done effec- 
tively only if the business school in- 
cludes in its own faculty a variety of 
men trained in other disciplines, but 
willing as well to put the necessary 
time and intellectual effort into getting 
a grasp of business. Such men must 
work out with their associates who spe- 
cialize in strictly business subjects sig- 
nificant relationships with their original 
intellectual fields, while they maintain 
contact with the growing accomplish- 
ments in such fields. Efforts to under- 
stand individual and mass behavior 
must have a large part in any such pro- 
gram. Moreover, some members of a 
business faculty must continually study 
the broad social relationships involved 
in the composite work of the whole 
faculty group, and work out so far as 
possible the technique and logic of deal- 
ing with the complex panorama of our 
evolving national life. If we must 
think in terms of specialties, we need a 
new group of specialists in general rela- 
tions. These general men on our facul- 
ties will to some limited extent aid in 
reaching conclusions more closely re- 
lated to the:intricate and changing facts 
of the changed modern world, but their 
main significance will be attained 
through training future men of affairs in 
business and politics in methods and 
approaches to the social relationships 
which will be the foundations of their 


jobs. 


Limitations of Academic Thinking 


Any business school faculty must 
steadily face with its students and the 
public the limitations on its capacities 
and avoid overstating the value of its 
conclusions. 

We are human beings and realize 
with difficulty how often emotion and 
pride of opinion become involved when 
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we reachconclusions. We must neither 
overvalue conclusions, nor phrase them 
in the militant language of arrogant 
and Pharisaical idealism. University 
specialists, however useful they may 
be as aids to politicians or men of 
affairs who know their limitations, tend 
to be dangerous and doctrinaire in 
positions of administrative authority. 
The basis of all successful efforts to 
control emotional states and to mini- 
mize their evil consequences, from the 
confessional to the most modern tech- 
nique of industrial relations and psy- 
chiatry, lies in getting such emotions 
out into the open where they are talked 
over freely and voluntarily. We must 
recognize that our choice of areas for 
exploration is frequently based on fixed 
emotional responses. ‘There is no one 
of us for whom some routes are not 
closed by social taboos implicit in our 
environment. ‘The bestchance we have 
of minimizing such taboos lies in frankly 
facing the existence of these hidden 
emotional states. So far as they result 
from our social environment, the prob- 
lem is exceedingly difficult. In many 
respects we are unconscious of the 
forces which influence our thinking. 
But so far as emotional states arise 
from pride of opinion in conclusions 
long since reached on premises no 
longer valid or inclusive, the test of 
fitness to train men for administration 
will be willingness to choose anew the 
premises vital to changed conditions 
and to state fresh and objective con- 
clusions. We must reckon clearly with 
the stubborn difficulties of maintaining 
anything like a realistic point of view 
about our emotional reactions, lest 
self-righteous pride in intellectual proc- 
esses obscure our dependence on as- 
sumptions and make us unaware that 
changed conditions upset the very 
premises of our thought. We must 
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constantly remind ourselves and oy, 
students of limitations on the validity 
of our conclusions arising out of special. 
ist techniques. Otherwise we deal jp 
dogma and ritual, and our ideals be. 
come idols. 

The community often fails to realize. 
these limitations. Too frequently we 
contribute to this failure. We criticize 
the politician for not following oy; 
advice, but our advice rarely deals with 
the range of variables he must take into 
account. In consequence our opinions 
are an unsound basis for the genera! 
social judgments he must make. Tp 
an extent this will always be true, for 
we shall always be cloistered, but we 
should at least supply a logic and a 
method. 

We are far from the time when the 
man who tries to do can turn for 
guidance to the university professor as 
the man who really knows. 

Yet claims to the contrary made from 
our universities with apparent author- 
ity when the country has lost confidence 
in political and business leadership may 
impress the general public unduly. [i 
we hold out such false hopes, there is 
real danger that the nation may turn in 
disgust to our own special group— 
university scholars—still not under- 
standing that its problem is not for 
specialists. Except as we realize our 
limitations and insist that we can supply 
only one-sided and limited aid, we too 
shall fail. 

It would be difficult to state more 
inaccurately or more dangerously the 
function and powers of university spe- 
cialists. Above all men, university 
scholars should be humble before their 
inadequacies. If in this critical period 
of the nation’s history it should turn 
over to a university faculty the political 
and practical decisions which must be 
made by politicians and men of affairs, 
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fits business leadership. Universities 
vith less excuse have the same fault. 
Nowhere do we train men to study 
veneral social relationships with the 
broad vision and the philosophic view 
needed if social science is to be valid in 
a complex and changing world. And 
vet as Professor Whitehead says, “‘If 
knowledge isn’t useful, what is it?” 
The politician may indeed say to us 
as Pliny the Younger said to his friend 
Sura in the first century of our era: 
Our jleisure ‘furnishes ‘me {with jthe /oppor- 
tunity of learning from you, and you with 
that of instructing me. . . . I beg, then, 
that you will apply your great learning to 
is subject. The matter is one which 
leserves long and deep consideration on 
ur part; nor am I, for my part, unde- 
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serving of having the fruits of your wisdom 
imparted to me. You may even argue on 
both sides (as your way is), provided you 
argue more forcibly on one side than the 
other, so as not to dismiss me in suspense 
and anxiety, when the very cause of my 
consulting you has been to have my doubts 
put an end to. 


But we shall do well to take lightly 
the politician’s polite suggestion of rely- 
ing on our conclusions, while on his 
part, having listened to our argu- 
ments and our advice, he owes it to him- 
self and his job to supplement these 
arguments with other considerations 
known to him and to men of affairs, 
but not to us. He will on all ques- 
tions of wide scope do well if he makes 
his own final decisions. Nor on any 
account should he allow our conclusions 
to put an end to his doubts. 





THE STUDY OF THE PAST—ITS 
USES AND ITS DANGERS 


By ALFRED NORTH WHITEHEAD 


Hse each succeeding generation, 


the problem of Education is new. 

What at the beginning was enter- 
prise, after the lapse of five and twenty 
years has become repetition. All the 
proportions belonging to a complex 
scheme of influences upon our students 
have shifted in their effectiveness. In 
the lecture halls of a university, as 
indeed in every sphere of life, the best 
homage which we can pay to our 
predecessors to whom we owe the 
greatness of our inheritance is to 
emulate their courage. 

In allusion to the title of this address 
—The Study of the Past, Its Uses and 
Its Dangers—I may at once say that 
the main danger is the lack of dis- 
crimination between the details which 
are now irrelevant and the main prin- 
ciples which urge forward human exist- 
ence, ever renewing their vitality by 
incarnation in novel detail. 


The Present a Turning Point in Western 
Civilization 


It so happens that the first five and 
twenty years of the existence of the 
Harvard Graduate School of Business 
Administration exactly coincides with a 
turning point in the sociological con- 
ceptions of Western Civilization. Here, 
by the term Western Civilization, I 
mean the sociological habits of the 
European races from the Ural Moun- 
tains on the boundary of Asia passing 
westward half way round the world 
to the shores of the Pacific Ocean, that 
is from 60° east longitude to rather 
more than 120° west longitude. 


436 


If you keep to the northern tem. 
perate zone, in every country that 
you can pass through in this long 
journey you will find some profound 
agitation, examining and remodeling 
the ways of social life handed down 
from the preceding four hundred years, 
This agitation as a major feature jp 
social life is the product of the past 
twenty-five years. Of course this un- 
rest has its long antecedents, but within 
this final short period the disturbance 
has become dominant. Undoubtedly, 
something has come to an end. 

It is also worth noticing that the 
center of disturbance seems to lie within 
each country. Weare not dealing with 
the repercussion of a revolution with 
one local center. In Russia there has 
been a revolution, because something 
has come to an end. In Asia Minor 
the Turks are recreating novel forms 
of social life, because something has 
come to anend. Throughout Centra! 
Europe, every nation is in a ferment, 
because something has come to an end. 
With one exception in the larger na- 
tions of Western Europe, Italy, Spain, 
Germany, England, there is a turmoil 
of reconstruction, because something 
has come to an end. The one excep- 
tion is France. In that country, the 
internal motive seems to be absent— 
perhaps fortunately for her. But any- 
how, the comparative absence of any 
feeling of the end of ways of procedure 
explains a certain inability to penetrate 
instinctively into the springs of action 
of her neighboring nations. For the 
rest of Europe, something has come to 
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THE STUDY OF THE PAST—ITS USES AND ITS DANGERS 


nd: while France is prepared to 
-esume the practice of traditions de- 
‘ved from Richelieu, from Turgot, 
‘-om the French Revolution, and above 
|| from her incomparable craftsmen. 
When in this survey we cross the 
Atlantic and come to America, I do 
not think that there is exaggeration in 
the refrain, that something has come 
toanend. Westand at the commence- 
ment of a new thrust in sociological 
functioning, and this novelty is of 
supreme importance in respect to the 
education of our future leaders in 
business administration. Do not mis- 
understand me. In each nation we 
all want to continue the aim at our 
old ideals. We can only preserve the 
essence of the past by the embodiment 
of it in novelty of detail. I will 
ipate the argument by stating 
velief that the best feature in the 
past was the sturdy individualism 
fostered by the conditions of those 
times. I am here referring to the last 
two centuries in the life of America, 
of England, and of Continental Europe. 
Why I have drawn attention to the 
universality of the present sickness is to 
draw the conclusion that the remedy is 
not to be found in the adjustment of 
some detail peculiar to any one nation. 
In each nation there will be details of 
peculiar to it, and between 
there will be differences of 
proportion. But we are not likely to 
recognize the necessary group of details 
unless we have some grasp of the 
general character of the disease. 
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The Preceding Trend from Mediaevalism 
to Individualism 


What has come to an end is a mode of 
sociological functioning which from 
he me . . 
the beginning of the sixteenth century 


nwards has been slowly rising to 
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dominance within the European races. 
I mean that trend to free, unfettered, 
individual activity in craftsmanship, 
in agriculture, and in all mercantile 
transactions. The culmination of this 
epoch, with its trend still in this 
direction, can be roughly assigned to 
the stretch of time from the middle of 
the eighteenth century to the middle 
of the nineteenth century. During 
that hundred years the populations in 
Europe and America suffered many 
evils from want, starvation and war. 
These evils have always afflicted man- 
kind in the mass. Within this period 
one essential quality stimulated all 
sociological functionings. 

That quality was hope—not the 
hope of ignorance. The peculiar char- 
acter of this central period was that 
the wise men hoped, and that as yet no 
circumstance had arisen to throw doubt 
upon the grounds of such hope. The 
chief seats of economic, and of general 
sociological, speculation were in France 
and Great Britain. The realized trend 
towards individualism, and away from 
mediaevalism, had vastly simplified 
the problem of constructing a social 
theory which should correspond to the 
practical ideal of civilized life when 
relieved from the madness of its tradi- 
tional rulers, Kings, Priests, and Nobles. 
For nearly three hundred years before 
the middle of the eighteenth century, 
a continual process of simplification in 
practice and in theory had prevailed. 
Feudalism was in full decay, the com- 
plex interweaving of church authority 
with secular government was steadily 
vanishing. Society could be conceived 
as functioning in terms of the friendly 
competition of its individual members, 
with the State standing as umpire in 
the minority of instances when there 
occurred a breakdown of these normal 


relations. 
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Primarily this competition of activ- 
ities concerned the production of mate- 
rial goods for the support of physical 
life. As to other values, the later 
formula of “‘A Free Church in a Free 
State” sufficed. There the word 
“Church” suggests religion. But it 
was in practice extended to all organi- 
zations for the supply of every variety 
of nonmaterial values, religious, aes- 
thetic, moral, including the natural 
feelings of human affection. I am 
endeavoring to sketch to you the perfect 
doctrine of an individualistic society, 
which was naively presupposed in 
sociological theorizing from the midst 
of the eighteenth century to that of the 
nineteenth. The doctrines were never 
realized in their full purity. But all 
social progress was in the direction 
which they indicated. These doctrines 
were more perfectly realized in America 
than elsewhere. But they also ad- 
mirably fitted themselves to the needs 
of the commercial middle classes in 
England, France, and wherever in 
Europe this middle class was a chief 
factor in the social life. The American 
Revolution and the French Revolution 
were dramatic incidents arising from 
the acceptance of this sociology. The 
reconstruction of Europe after the 
Napoleonic Wars was guided by it. 
Also, it was evidently the fact that 
life was healthier, finer, more upstand- 
ing, in proportion to the dominance of 
this social individualism. 

In respect to this doctrine, Where do 
we stand today? I will not quote 
from any theorist indulging in brilliant 
speculation. I will take a sentence 
from the editorial page of one of the 
leading Boston newspapers, in its cur- 
rent issue which has been placed by 
my side as I write. Here is the judg- 
ment of this organ of Boston commer- 
cial opinion—‘*‘ Whether we fancy it or 


not, we are in the midst of a revolution 
so far as concerns the relation of the 
individual to the Federal Government.” 

Evidently something has happened, 
The pure milk of the word of the 
sociological Gospel, perfected in the 
late eighteenth century, has gone sour. 

Undoubtedly, during the centra! 
period the Gospel of Individualism wa; 
working well wherever it was tried. 
But only in North America was it eve; 
the wholly dominant fact. In Europe, 
it always had the aspect of a new mode 
of sociological functioning gradually 
superseding the relics of an antecedent 
order. This older layer of law and 
custom had somewhat the air of a de- 
posit of rubbish, in process of removal. 
Perhaps this aspect was partly a mis- 
take. The relics of the older order may 
have been providing for the realization 
of a diversity of values which the pure 
practice of the new sociology would 
have left unsatisfied. I will return to 
this point later. 

In America very special conditions 
for human life were at that time in full 
operation. An empty continent, pecul- 
iarly well suited for European races, 
was in process of occupation. Also 
that section of these races which felt 
the urge towards that type of human 
adventure had freely selected itself to 
constitute the American population 
devoted to this enterprise. Accord- 
ingly, in America this epoch exhibits a 
wonderful development of sturdy inde- 
pendence, with the individual members 
of the population freely carving out 
their own destinies. This is the Epic 
Epoch of American life, and after the 
initial struggles of small beginnings it 
had a wonderful central period of about 
a hundred and fifty to two hundred 
years. It was a triumph of individual 
freedom, for those who liked that sort 0 
opportunity. And the population was 
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--a] urge towards exactly that sort of 
life. Indeed the evil side of the sur- 
vivals of feudalism in European life is 
Jlustrated by the bitter feelings which 
lingered amid the recollections and 
traditions of the American population. 
This episode in human existence, when 
‘ndividualism dominated American life, 
logists. It is the only instance where 
large masses of civilized mankind have 
enjoyed a regime of unqualified indi- 
vidualism, unfettered by law or custom. 


The New Forces at Work—the Passing of 
Individualism 


From the middle of the nineteenth 
century, new forces have been at work, 
and gradually the situation both in 
Europe and America has been changed. 
Uptothat time, for nearly two centuries 
human progress had been identified 
with the advance of individualism. In 
England, the Industrial Revolution had 
been in operation for about seventy 
years, and in America and Continental 
Europe for a somewhat shorter period. 
Its first effect had been to promote the 
sturdy individualism of the middle 

It enriched them and stimu- 
lated their energy. It destroyed the 
decaying elements of the past. About 
a hundred years ago two Englishmen 
were leaning on the balustrade of a 
railway bridge, watching a railway train 
pass under them. This was a novel 
sight in those days. “It is an ugly 
thing,” said one of them, “‘but it is the 
of Feudalism.” The speaker 
was a strong advocate of the liberal 
individualism characteristic of that 
did not foresee that in 
another two generations the new mech- 
nism would send the then existing 
Individualism into the same grave with 


ciasses. 


the old Feudalism. 
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Of this triology, Feudalism, Indi- 
vidualism, Ugliness, today the Ugliness 
alone survives, a living threat to the 
values of life. 

The recent phase of modern indus- 
trialism has been produced by a change 
of scale in industrial operations. One 
of the dangerous fallacies in the con- 
struction of scientific theory is to make 
observations upon one scale of magni- 
tude and to translate their results into 
laws valid for another scale. Almost 
always some large modification is re- 
quired, and an entire inversion of 
fundamental conceptions may be neces- 
sary. For example, on a large scale of 
observation there are bits of matter, 
such as rocks, tables, lumps of iron, 
solid, resistant, immobile. On another, 
microscopic, scale there are a welter of 
molecules, in ceaseless activity and 
each molecule only definable in terms 
of such activity. The physical science 
of the two preceding centuries made 
exactly this mistake. It naively trans- 
ferred principles derived from its large- 
scale observations to apply to the 
operations of nature within the minute 
scale of individual atoms. I suggest 
that our sociological doctrines have 
made the same error in the opposite 
direction as to scales. We argue from 
small-scale relations between humans, 
say two men and a boy on a desert 
island, to the theory of the relations 
of the great commercial organizations 
either with the general public or inter- 
nally with their own personnel. In 
any one corporation we may have to 
consider tens of thousands of em- 
ployees, hundreds of executives, scores 
of directors, scores of thousands of 
owners, and a few controlling financial 
magnates in the background. I am 
not saying that such corporations are 
undesirable. That is not my belief. 
Indeed, such organizations are neces- 





440 HARVARD BUSINESS REVIEW 


sary for our modern type of civiliza- 
tion. But I do say that observations 
of the behaviours of two men and a 
boy on a desert island, or of the in- 
habitants of a small country village, 
have very little to do with the sociology 
of our modern type of industrial 
civilization. 

In any large city, almost everyone 
is an employee, employing his working 
hours in exact ways predetermined by 
others. Even his manners may be 
prescribed. So far as sheer individual 
freedom is concerned, there was more 
diffused freedom in the City of London 
in the year 1633, when Charles the 
First was King, than there is today in 
any industrial city of the world. 

It is impossible to understand the 
social history of our ancestors unless 
we remember the surging freedom 
which then existed within the cities, of 
England, of Flanders, of the Rhine 
Valley, and of Northern Italy. Under 
our present industrial system, this 
type of freedom is being lost. This 
loss means the fading from human 
life of values infinitely precious to it. 
The divergent urges of different indi- 
vidual temperaments can no longer 
find their various satisfactions in serious 
activities. There only remain iron- 
bound conditions of employment and 
trivial amusements for leisure. I sug- 
gest that one subject of study for our 
industrial and sociological statesmen 
should be the preservation of freedom 
for those who are engaged in mass pro- 
duction and mass distribution which 
are necessities in our modern civiliza- 
tion. It is a study requiring penetrat- 


ing insight so as to distinguish between 
the realities of freedom and its mere 
show, and between hurtful and fruitful 
ways of freedom. 

My point is that the change of scale 
in modern industry has made nearly 


the whole of previous literature on the 
topic irrelevant, and indeed mischie. 
vous. The study requires deep cop. 
sideration of the various values {o; 
human life. I am not suggesting any 
facile solution. The topic is very per. 
plexing. It involves many branches 
of psychology—general psychology, in. 
dustrial psychology, and mass psy. 
chology. It involves sociological and 
political theory. It involves the réle 
of aesthetics in human contentment. 
It involves an estimate of the sense o} 
effectiveness aroused by cooperation in 
enterprises with large aims. It involves 
the understanding of physiological re. 
quirements. It involves presupposi- 
tions, however dim, as to the aims of 
human life. But above all, and beyond 
all, it involves direct observation and 
practical experience. Unless the twen- 
tieth century can produce a _ whole 
body of reasoned literature elucidating 
the many aspects of this great topic, it 
will go hard with the civilization that 
we love. 


The Increasing Pressure of General 
Unemployment 


I now turn to another consideration 
which cannot be separated from the 
previous topic. The dangers to free- 
dom are largely cloaked in times o! 
prosperity by the scarcity of labor. 
In such times, at least the desire for 
change can be satisfied. If one job 
does not suit, a man can try another. 
If the type of work remains the same, 
at least there is a change of factory, 0! 
overseers, and of associates. The rea 
cause for restlessness may lie deeper, 
but something has happened. Also 
the scarcity of labor affects the menta:- 
ity of the management. 

In a time of widespread unemploy- 
ment this outlet for discontent is closed. 
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\ man is lucky if he be not in the bread 
‘ne. There is a very real closing down 

‘ freedom for everyone concerned, 
fom the higher executives to the 
lowest grade of employees. In any 
‘ndustrial district in the world today, 
‘: is a grim joke to speak of freedom. 
All that remains is the phantasm of 
freedom, devoid of opportunity. 

It is therefore of the first importance 
to have in our minds some estimate of 
the probable frequency of these periods 
when there is an excess of labor. In 
England, where long ago any pioneer- 
ing period has ceased, this excess of 
labor is almost normal. Sometimes it 
is more so, and sometimes less. But 
for more than a hundred years—indeed 
from the time of Queen Elizabeth— 
the out-of-work problem has been al- 
ways there. There are reasons why 
this evil should settle on the whole 
industrial world as a permanent factor 

life, unless the great corporations 
can adapt their mode of functioning. 
Up to now the problem has been 
mitigated by the existence of empty 
continents in the temperate zones. 
(his relief has vanished. 

The combination of mass production 
and of technological improvement se- 
cures that more and more standardized 
goods can be produced by fewer and 
fewer workers. Here and there there 
are mitigating causes. But the general 
fact remains, ever advancing in im- 
portance. ‘The issue is unemployment. 
The proper phrase is ‘technological 
unemployment.” But you do not get 
rid of a grim fact by the use of a 
technical term. The result is that a 
portion of the population can supply 
the standardized necessaries of life, 
and the first luxuries, for the whole 
population. A portion of the popula- 
tion will be idle, and as time goes on, 
this portion will grow larger. 
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In the second place, the demand for 
goods grows slack. This is to be 
expected. For the idle, or the partially 
idle, cannot afford to be brisk buyers. 
Thus the full quota of goods for the 
whole population is not wanted, and 
so again there is another reason for 
unemployment. 

These two grounds for dullness of 
trade are often cloaked by other agencies 
with a contrary effect. They stay, 
however, permanently in the _ back- 
ground, a constant aggravation of any 
trade depression, and a constant pro- 
vocation of bitter discontent. 


The Mistaken Policy of Modern 
Salesmanship and Production 


Beyond these effects, the modern 
salesmanship associated with mass pro- 
duction is producing a more deep- 
seated reason for the insecurity of 
trade. We are witnessing a deter- 
mined attempt to canalize the aesthetic 
enjoyments of the population. A cer- 
tain broad canalization is, of course, 
necessary. Apart from large uniformi- 
ties, all effort is ineffective. But all 
intensity of enjoyment, sustained with 
the strength of individual character, 
arises from the individual taste diversi- 
fying the stream of uniformity. De- 
stroy individuality, and you are left 
with a vacancy of aesthetic feeling, 
drifting this way and that, with vague 
satisfactions and vague discontents. 

This destruction is produced by the 
determined attempt to force completely 
finished standardized products upon 
the buyers. The whole motive ap- 
pealed to is conformation to a standard 
fashion and not individual satisfaction 
with the individual thing. The result 
must be the creation of a public with 
feeble individual tastes. There is noth- 
ing that they really want to buy, 
unless the world around them is also 
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buying. ‘This is an admirable condi- 
tion for mass buying when the times 
are favorable. But it is an equally 
effective condition for mass abstention 
from buying when expenditure is once 
checked. The stimulus of the indi- 
vidual want for the individual thing 
has been destroyed. And after all, 
individual buyers have to buy indi- 
vidual things. 

Thus large oscillations in demand 
arise from comparatively slight causes. 
The sturdy individuality of the mass 
of the public is the greatest security 
for steadiness in trade. It is this 
individuality that the great commercial 
corporations are setting themselves to 
destroy. Independent individuality of 
demand is the tacit presupposition of 
much of the older political economy. 
Thus, whether we survey the producers 
or the buyers, we find the same steady 
decay of individuality. Now, a decay 
in individuality finally means the 
gradual vanishing of aesthetic prefer- 
ences as effective factors in social 
behaviours. ‘Theaestheticcapacities of 
the producers and the aesthetic crav- 
ings of the buyers are losing any real 
effectiveness. The canalization of the 
whole range of industry is in rapid 
progress. Apart from the dangers of 
economic prosperity, there is in this 
decay a loss to happiness. Varied 
feelings are fading out. We are left 
with generalized mass emotion. 

My line of argument up to this point 
is not the preliminary to an attack on 
great commercial corporations. ‘These 
organizations are the first stage of a 
new and beneficient social structure. 
My complaint is that in the two or 
three generations of their existence on 
their present scale, they have func- 
tioned much too simply. They should 
enlarge the scope of their activities. 
To understand what is required, we 
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should ask why France stands out a; ; 
tremendous exception to the general 
sociological trend. She has preserve; 
the individuality of her craftsmanship 
and the individuality of her aesthetic 
appreciations. This is the secret of 
the undying vitality of the French 
nation. What I suggest is that the 
great corporations in various ways 
should interweave in their organizations 
individual craftsmanship operating 
upon the products of their mas; 
production. For example, take the 
most obvious of all the aesthetic prod- 
ucts in the world today, namely, the 
dress of women. If you enter a leading 
Boston store today, you are lucky if 
you find material illustrating as many 
as five shades of blue. The other 
shades are out of fashion. Such is the 
decree of the business world. Delicate 
craftsmanship, subtle combinations, in- 
dividualities of taste, are out of the 
question. ‘Today the world of women 
is restricted to the fashionable blue. 
Subtlety of taste is ruthlessly stamped 
out. In this example, the delicacies 
of craftsmanship are irrelevant to the 
operations of the great producing firms. 
Of course, mass production underlies 
the modern standard of life. What we 
require is a close interweaving of the 
two forms of activity, the production 
of the general material and the perfec- 
tion of the individual thing. Of course 
there are all sorts of half-way houses. 
I can only here state my meaning in 
crude outline. The great producers 
and the great distributing corporations 
should include in their activities the 
work of craftsmen and designers. 


The Need for Economic Statesmanship 


This concerns another point relating 
to our present troubles. We are told 
that the seat of the evil is our dis- 
tribution of goods. In its more obvious 
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sense this doctrine is certainly wrong. 
eral The organization for the delivery of 
ved ods to any purchasers could hardly 
he more perfect, whether we think of 


ship 

etic ‘he neighborhood of a town, or of the 
of whole of America, or of the whole of 
nch [ME the civilized world. What is at fault 
the ; that for the majority of people the 
ays ability to procure goods depends upon 
ons the exercise of some useful activity. 
ing [® But mass production has restricted the 
ass quantity of human activity required. 
the Hence a large number of people are 


to procure goods. But when 
re we look at France, we see that we have 
ng /% wantonly suppressed a very consider- 
if ble side of human activity, for which 
ny arge numbers of human beings are 


41iG 


er admirably fitted. The result is that 
he we have both suppressed the oppor- 
te tunity for self-expression which is so 
n- necessary for happiness, and have ex- 
ie tinguished the claim of a large section 


n f people upon the goods which lie 
«. [ready for consumption. 
d What is defective is not distribution, 
8 but the variety of opportunity for 
e iseful activity. Thus the interweaving 
{ mass*production with craftsmanship 
hould be the supreme object of eco- 
nomic statesmanship. Here by crafts- 
nanship I do not mean the exact 
reproduction of types of activity belong- 
ng to the past. I mean the evolution 
{ such types of individual design and 
i individual procedure as are proper 
for the crude material which lies ready 
‘or fashioning into particular products. 
Also I must avoid another misconcep- 
tion. Nothing that I am saying has 
any reference to any action now desir- 
able for the rescue of the world from its 
present state of miserable depression. 
Such action must be immediate and 
must therefore presuppose the existing 
modes of economic activity. I am 
speaking of the tasks awaiting eco- 
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nomic statesmanship during the next 
twenty-five years. My point is that 
in our economic system as now de- 
veloped there is a starvation of human 
impulses, a denial of opportunity, a 
limitation of beneficial activity—in 
short, a lack of freedom. I have 
endeavored to show that this fault in 
our system produces in various ways 
an excess of irritability in the social 
organism. Whatever system we have, 
the natural fluctuations of the universe 
will produce in it ups and downs, from 
better to worse. But this irritability 
latent in our present modes of func- 
tioning seizes hold of these fluctuations 
and exaggerates them. These recur- 
rent depressions have been growing 
more and more dangerous and are 
likely to grow worse. In our search 
for remedies, we must consider the 
things that cannot be reduced to 
machinery, things material and things 
spiritual. Again, the present argument 
is only a putting together of considera- 
tions which have already been de- 
veloped by others. In fact, much of 
this discussion is a commonplace of 
literature. More than a hundred years 
ago, Southey pointed out the destruc- 
tion of beauty in the lives of the opera- 
tives in the manufacturing districts of 
England. In the third quarter of the 
nineteenth century Ruskin was de- 
nouncing the absence of aesthetic values 
in the English industrial system. Both 
Southey and Ruskin were fantastic 
and impracticable, but they fastened 
attention upon a real blot. Relevantly 
to the present situation, Professor Ames 
of Dartmouth has expounded with 
great insight the case for interweaving 
aesthetic activities in the leisure pro- 
vided by mechanized mass production. 
Also at Harvard, Professor Mayo and 
his band of workers have made a 
notable advance in the analysis of 
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industrial psychology. In the combi- 
nation of these points of views, we have 
the foundation for a new chapter in 
Economic Statesmanship. 


The Educational Problem 


This conclusion has a moral for 
education. A training in handicraft of 
all types should form a large element in 
every curriculum. Education is not 
merely an appeal to the abstract 
intelligence. Purposeful activity, in- 
tellectual activity, and the immediate 
sense of worth-while achievement, 
should be conjoined in a unity of 
experience. Of course, this doctrine 
must be worked with discretion, and 
in proportion to the other necessities 
of education. At the latest stage of 
education, namely in university life, a 
differentiation takes place. A large 
proportion of the students should devote 
themselves to sheer intellectual train- 
ing. But in Science, in Technology, 
and in Art, a large infusion of hand 
work should be a serious element in 
the work of a considerable section of 
the students. My own experience, 
which is a large one, in the educational 
requirements of the population of Lon- 
don has convinced me that the sharp 
distinction between institutions devoted 
to abstract knowledge and those de- 
voted to application and to handicraft 
is a mistake. Every university will 
have its emphasis, this way or that. 
But I see no advantage in an anxious 
drawing of an exact line of demarca- 
tion. The mass of mankind, including 


many of its most valuable leaders. 
requires something betwixt and between, 
Common sense and no abstract theory 
should dictate what any particuls; 
university attempts. 

This doctrine is most easily exemp]i- 
fied in the sphere of the fine arts 
though, of course, craftsmanship is no: 
limited to artistic production. Indys. 
try and art alike will be on a healthie; 
basis when the natural avenue to fine 
art is through craftsmanship with the 
cultivation of fine sensibility. In adgj- 
tion to the general design of the mass- 
made product, there can also be inter- 
woven possibilities of adding individual 
differentiation toindividual things. The 
finer genius can develop into the special- 
ized artist with his work abstracted 
from all association with other utility. 

In conclusion, it is obvious that any 
blending of a machine age with a 
vigorous craftsmanship will require « 
large cooperation between schools and 
universities and the great business 
interests concerned with production 
and distribution. It will also require 
the education of the general public. 
It will require the advice of technologists 
of all types from engineers to artists. 
It will destroy much of the sweet 
simplicity of modern business policy 
which fastens its attention solely on 
one aspect of our complex human 
nature. But if it can be accomplished 
it will add to the happiness of mankind, 
notably so by stabilizing the popular 
requirements and widening the area o! 
useful occupations. 
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THE 


RELATION OF SCIENCE TO INDUSTRY 


By WILLIS R. WHITNEY 


EST this article be too academic 
or too standardized to be char- 
acteristic, let me give it an 

individualistic touch by prefacing it 
with an account of a little quarter- 
-entury anniversary of my own. 

In the article itself I intentionally 
verlook high or low tides—the ebb 
and flow of the ocean of our affairs. 
Such changes are caused by almost 
insignificant and local moons. They 
are observable only at certain times 
and are confined to the outer edges of 
the Seven Seas. 

So in choosing to talk about the last 
three hundred years of industry, I make 
the period long because the persistence 
f research over that time levels off 
the waves which a close-up might 
unduly magnify. 


Celebrating a Personal Anniversary 


This, my own little quarter-century 
celebration, takes place in the same 
hospital where I found myself in 1908, 
and where I am now trying to construct 
this introduction. It is a Friday even- 
ing in April, 1933. I sit up in bed 
and, looking out of the window over 
the valley below where most of my 
time has been spent, I ponder on the 
changes which the period has wrought 
in our industry. I am _ particularly 
mpressed by the ease (even the pleas- 

of retrospection, compared to the 
lificulties of foresight or prophesy. 
I see a couple of miles away the large 
illuminated sign on one of our labora- 
tory buildings. It is periodically fad- 
ing and lighting through the application 
of electrical Heavification (as Heaviside 
vished it called), combined with radio- 


tube amplification. Moreover, it is 
automatically started at dark and 
stopped at daylight by an electric 
eye which does not even wink. 

While this is what I saw in the dark, 
this morning I saw for the first time 
smoke coming from one of the tall 
stacks of the new 20,000-kilowatt mer- 
cury turbine plant of Mr. Emmet. 
Some of his first experiments were 
made with little glass boilers in the 
laboratory at about the beginning of 
this quarter century. 

Metaphorically, in light and in dark- 
ness I cannot help seeing the persistent 
novelty of things on this my little 
anniversary. ‘The sign, the laboratory 
buildings and the room in which I 
write are lighted by gas-filled tungsten 
lamps, which at the beginning of this 
25 years were just being discovered. 
In fact, the laboratory buildings were 
not built when I sat here first. New 
building methods were designed, and 
now that entire mercury boiler plant, 
including the outside walls, has just 
been constructed by modern electric 
welding, and the boiler tubes them- 
selves are of alloys quite unknown when 
I was here before. A youth from the 
laboratory, who was born a quarter 
century ago, is telling me of some new 
experiments of his own. Meanwhile, 
my radio is quietly simmering because 
I expect to hear Langmuir broadcast 
ina moment. And now I tune him in. 
In come his words: electrons, charges, 
thermionic emissions, long molecule 
orientations, electro-catalytic films, etc., 
and I notice that his talk is full of 
expressions which were recently entirely 
inexplicable. 
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[ just cannot help looking farther 
ahead. I’ve been reading Harvard’s 
Dr. Cannon’s The Wisdom of the Body. 
Therefore the complexity of the chem- 
istry of life processes has been in my 
mind, and the doctors are discussing 
metabolism in my room. I feel certain 
that this special field of biochemistry, 
so impossible of reproduction in the 
homogeneous solutions of the labora- 
tory, must soon be subjected to the 
same sort of studies on electrical 
orientation and consequent reaction 
on colloid surfaces as have yielded the 
activated cathodes of radio tubes and 
the highly sensitized retina of modern 
photoelectric eyes. Of course, I cannot 
see ahead, but anyone may see behind 
and look ahead. But instead of pre- 
dicting futures, I now take up the facts 
of the past which constitute the address 
proper. 


Administering the Unforeseen 


Poetry and beauty need not be 
lacking from science and industry. It 
seems to me that the introduction to 
“The Testament of Beauty,” written 
in 1928 by the English Poet Laureate, 
Sir Robert Bridges, fits this occasion. 
The poet wrote: 

We sail a changeful sea through halcyon 
days and storms, 

And when the ship laboreth, our steadfast 
purpose 

Trembles like as the compass in a binnacle. 

~ stability is but balance, and conduct 
ies 

In masterful administration of the unfore- 
seen. 


Viewed from the standpoint of sci- 
ence, not business alone, but all life 
sails forever a changeful sea. Nothing 
that lives can remain in exactly the 
same state even from one moment to 
the next. I am interested in the 
relationship between science and in- 
dustry, or what might be called the 


unforeseen in new business administra. 
tion—the masterful administration par- 
ticularly of the changes in industry, | 
don’t imagine that the poet had quit. 
the thoughts in mind that I have. 
otherwise you might better read }js 
poem than listen to my prose. 

From the now sterile Gobi desert to 
the fertile Mohawk valley, chipping 
flint was once the most extensive indus. 
try. I have handled some of the 
earliest made tools of the old Grimaldj 
caves on the Mediterranean coast, and 
have seen that even the cave man 
profited by change. In the lower layers 
of debris in those caves we find tools 
of limestone very roughly chipped. 
Higher levels show that limestone was 
later entirely abandoned for flint. 
There perhaps has never been a more 
important revolution in any industry 
than this change to flint. But we can 
see, in the introduction of bronze, and 
later in the start with iron and steel, 
the same administration of the unfore- 
seen that still operates in what Bridges 
called “‘conduct.” Our stability is in- 
deed not fixity, but a balance, where 
such imponderables as inquisitiveness, 
will, and integrated experience weigh 
heavily. We see it in every event. 
Once the yoke was a most important 
industrial product. In our own Ameri- 
can history the ox-yoke played an 
important part. Steam was _ unfore- 
seen. But changes in some individual's 
mind started the steam boiler working, 
and an engine pumped mine water. 
This change started countless others, 
and we see, even today, new engines 
transporting older ones to the museums. 
Such balancing must go on forever, if 
we are to have life and growth. I think 
of the railroad industry at this point 
because, in our day, changing mind an¢ 
matter have brought the motor bus and 
truck, and aeroplane traffic is in the ar. 
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stability of transportation still 
for masterful administration of 
the unforeseen. The balance must be 
forever a fresh one. We are always 
approaching larger unexplored areas 
which are being entered by lonely pio- 
Communication and transpor- 
tation confront such areas in our 
modern wireless space and in the 
frictionless stratosphere. 

Certainly Bridges was not thinking 
about new gadgets like radio apparatus 
when he referred to administering the 
unforeseen. His “‘ship that laboreth”’ 
might be friendship, worship, or the 
ship of state. But to your Business 
School, I must say that, much as new 
science now saves the actual ship that 
laboreth, by the modern machinery of 
the §.0.S., so also new science must 
help even ships of state and human 
conduct generally. We cannot depend 
merely on past accumulated experience; 
new truth is more important. We 
must cultivate greater appreciation of 
the possibilities of the future and intel- 
ligently anticipate them. This is a 
process rather than a product. 


The 


S 


neers. 


The Process of Changing for Others 


But to get right down to business, I 
must define it in my own way. I will 
call it “the process of changing for 
others.” This has the economic merit 
of brevity and double meaning. We 
change from one thing to another and 
we really do it for one another. Busi- 
ness is not a thing, but aconduct. We 
officially grant patent monopolies to 
those who provide either new processes 
or new products, and all business is 
based some way on one or the other. 
Changing or exchanging things for 
others is service, but the word is so 
attenuated by use that I will pass over 
it. Actually there is growing a fine 
new magnanimity in modern business. 
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Some of our boldest minds are making 
altruistic war for the general good, 
where formerly selfish and _ inferior 
conquest was the highest aim. You 
may object to my thought of this rising 
quality of business, but it is well on the 
road to doing, for the world, what all 
other kinds of conquests have failed to 
accomplish. There is clearly nothing 
which more completely uses the advanc- 
ing powers of man than right business 
administration, and this grows in 
importance because the products of 
science, or the raw materials of general 
service, are continually augmenting. 
Apparently our parochial politics and 
narrow local patriotism must gradually 
diminish, and the value and the com- 
plexity of all exchange must certainly 
increase. Every newly discovered way 
to eliminate any darkness will be 
heralded around the world faster than 
the dawn itself. It will always be a 
matter of increasing good business to 
spread the benefits of such things; and 
so territorial boundaries are growing to 
be impertinent nuisances. Religion’s 
aim was such a service work: bounda- 
ries were obstructions to be leaped. 
Science follows not far behind and also 
knows no tariffs. The business of 
better living is applicable to the whole 
world. Unlike the potential reach of 
science or knowledge, our practical 
world is only finite. Its dimensions 
are not increasing, but decreasing. 
As its ways of communication are 
always improving, we should better 
anticipate and master the unforeseen. 
Since the good old days when John 
Woolman, having an excess of business, 
advised his would-be customers to seek 
other tailors, industry has never ceased 
to change, and now we are confronted 
by its many subdivisions. ‘There are 
departments of planning, production, 
advertising, selling, shipping, account- 
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ing, collecting, etc., in every industry. 
We even speak of the science of each 
part. For example, the study of the 
psychology of advertising may be a 
search for new truth, and there may 
be a growing science of the stock 
market, but these are not my subject. 
I am particularly interested in the 
general scientific studies which precede 
even the planning of the particular 
business itself. I am impressed with 
the certainty of change and the rapidity 
with which a newly discovered fact 
becomes a cornerstone of business, 
whether it take the form of modern 
machine tools, some little brass zipper, 
a gas engine, a soft collar, a 200,000- 
horse-power generator, or a_ tiny 
vacuum tube. My brief experience of 
three decades in industry has convinced 
me that orderly research work is really 
the basis of our civilization. The prin- 
ciples of science which are at the base of 
all real industry are not particularly 
visible either in times of great business 
activity or of deep depression. But 
science is as certain as gravity, and 
there is no question that it is gravity 
acting in its dependable way which 
makes the compass in the binnacle 
tremble and the pendulum swing. It 
is so with new facts in any field. We 
are endowed with forces for going 
ahead, and we must take advantage of 
this birthright, the infinitely expansible 
nature of men and things. Emerson 
once said: 


We are too passive in the reception of 
these material or semimaterial aids. . . . It 
is for man to tame the chaos; on every side, 
while he lives, to scatter the seeds of science 
and song, that climate, corn, animals, men 
may be milder and the germs of love and 
benefit may be multiplied. 


Bacon’s Philosophy of Science 


Recently I have been much interested 


in that unusual combination of student, 


statesman and prophet, Sir Frangis 
Bacon. He might be likened to some 
experienced and highly scientific secre. 
tary of the Federal Treasury who, 
appointed for life and with all his cop. 
tacts in world affairs, still diligently 

studied and wrote about human welfare 
and devised and executed new experi- 
ments. Neither the fact that he was 
prime minister, or keeper of the seal, 
nor the fact that he was imprisoned for 
debt and disgraced in office, prevented 
his keeping continually in mind the 
possible future of the race. He made a 
life study of the future of science. He 
said he had never met anyone who had 
just his ideas of the possibility of doing 
useful things with new knowledge. He 
said that new industries could be had 
for the searching. Confusion of facts 
and fancies was common in his day, 
and so he started right at the beginning 
by pointing out the various false idols 
which men ignorantly worshiped. 

Since this is a talk on industry, ! 
will refer only to Bacon’s idols of the 
market—our helplessly satisfying and 
feeble words. Thus today’s students 
may have a lot of faith in the words 
agenda, councils, reports, inventories, 
assets, depressions, and the like. ‘There 
is danger lest they mistake these for 
the important matters which they may 
only imperfectly represent. Behind 
each word there is an infinitude o! 
things, and a man might know all the 
words and yet have none of the 
knowledge, just as he may have al! 
knowledge and no wisdom. 

Bacon first pointed out the distinc- 
tions between acquiring knowledge for 
useful purposes and its mere cultiva- 
tion, preservation and contemplation. 
He distinguished sharply between an- 
ticipations of the mind and the inter- 
pretation of nature. Perhaps we do 
not yet realize the great difference, but 
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I can express it as that between hope- 
lessly wishing and naturally doing. 
He saw that there would be many new 
jisclosures of Nature, but that it was 
{ytile to expect words or even thoughts 
compass them before we had sensed 
translated things formerly not 
known. 
Bacon talked science, but made it 
| like good business: 


souna 


The empire of man over things is founded 

q the arts and sciences alone, for nature 
is only to be commanded by obeying 
her... . The real and legitimate goal of 
the sciences is the endowment of human 
life with new inventions and riches. 


One word expresses his work. It is 
his own. The word is “amelioration” 
—the doing of things for improvement. 
He saw that every one of the 
branches of knowledge is a growing 
thing and that we can look forward 
vith increasing faith. He pictured 
his New Atlantis, where science had 
been applied to industry, as an isolated 
island from which envoys spied on 
ther lands in order to bring home all 
the new ideas of the world. We may 

vy see still farther ahead, and it is 

oming clear that on this earth iso- 
lation is more and more improbable. 
It is only a question now how rapidly 
ind completely community of interests 
may be recognized. Science is not 
merely national, and industry need not 
de, 

Bacon’s philosophy aimed at a con- 
tinual practical appreciation of possi- 
bilities in an infinitely complex world 
as disclosed by experiment and he fore- 
saw how orderly investigation would 
prove to be the basis of unforeseen 
services. 

We in the electrical industry are 
doubly indebted to Bacon, first, be- 
cause he advocated research for physical 
truth, and particularly for his creation 
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(as I like to call it) of workers like 
Michael Faraday, the father of electri- 


cal service. But Faraday did not 
materialize until 1830. Just before 
that time, and 200 years after Bacon, 
Macauley pointed out the valuable 
effects of Bacon’s new philosophy in 
his time. This interests me, for, just 
as Macauley could see the accomplish- 
ments of the so-called “‘new philoso- 
phy” of Bacon and commented upon 
them, so a century later we still com- 
ment upon recent advances. Yet his 
cases went through the same stages 
of the unforeseen as our more recent 
examples, and we are still incapable 
of adequate anticipation. Macauley 
wrote that pain had been reduced, 
some diseases had been eradicated, 
fertility of the soil was being under- 
stood, life at sea was made more 
secure, and new weapons of war had 
been devised. Now to everyone of 
Macauley’s illustrations, new additions 
are still continuously made. Just think 
how one who is interested in electricity 
now reads Macauley’s tale that the 
thunderbolt had been innocuously 
guided from heaven to earth, and learns 
that in his time the lightning-rod busi- 
ness became the main electrical in- 
dustry. It sprang from Franklin’s kite 
experiment. Franklin was an active 
member of the British Royal Society 
for 15 years, and this Society, as I 
shall show, was the direct product of 
Bacon’s effort. The entire line of 
researches, which later led to genera- 
tors, motors and transformers, was 
just being started along the Baconian 
way. Macauley said that Bacon’s work 
resulted in lighting up the night with 
the splendor of the day. But think of 
it! That was because gas-lighting had 
recently become an industry. Bacon’s 
new philosophy was also credited with 
the annihilation of distance. ‘That was 
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because the wonderful new steamboats 
could make ten knots against the 
wind; and, on land, Stephenson’s loco- 
motive was eight years old. Macauley 
said Bacon had facilitated intercourse, 
correspondence, all friendly offices, dis- 
patch of business, etc. But, mind you, 
this was before the days of telegraph, 
telephone and radio. The new philoso- 
phy had enabled men to descend into 
the depths of the sea and to soar into 
the air by balloons. Need I remind 
you of modern aeronautics? 

Less than a century ago, a real 
American optimist said: 


If passengers could breathe and be safe 
under a velocity of 60 miles per hour, the 
engine could move them at that rate. The 
journey from Boston to Cincinnati, which 
now occupies ten days at the shortest, will 
be performed in less than three. 


And he added, seemingly of neces- 
sity, “‘I am serious in these anticipa- 
tions.”” One who now says that that 
trip can be made in three hours (in- 
stead of days) is not an optimist, but 
an historian. What can the optimist 
say? 

Bergson expressed my thoughts in a 
useful way when he wrote: 


The universe endures. The more we 
study the nature of time, the more we shall 
comprehend that duration means inven- 
tion, the creation of forms, the continual 
elaboration of the absolutely new... . 
New ideas are arising, new feelings are on 
the way to flower. In a thousand years, 
when, seen from the distance, only the 
broad lines of the present age will still be 
visible, our wars and our revolutions will 
count for little, even supposing they are 
remembered at all, but the steam engine 
and the procession of inventions of every 
kind that accompanied it, will perhaps be 
spoken of as we speak of the bronze or the 
chipped stone of prehistoric times. It will 
serve to define the age. . . . Weshould say 
not “homo sapiens,” but “‘homo faber.” 
. . . In short, intelligence, considered in 
what seems to be its original feature, is the 


faculty of manufacturing artificial objects 
especially tools to make tools, and ,; 
indefinitely varying the manufacture, _ 


Thus I wish to let better authoritie; 
than I am do the exacting work of this 
talk. What I personally think migh; 
be narrow and untested, but as a sor 
of signboard I can point to well-teste; 
experience and the words of recognized 
authority. 

I extract the following from a lette; 
written in 1854 by a modern expert 
known to all of you. He was weighing 
the value of a part of the business oj 
living against another part. Should he 
take an office desk or enter a science 
laboratory? He wrote: 


If I join the firm at 39 Milk Street 
tomorrow, I shall be an entirely differen: 
man fifty years hence, from what I should 
have been had I gone into Cooke’s labora- 
tory instead of the counting room. 


He chose science, and when those 50 
years had rolled around he was Har- 
vard’s president. He had seen this 
School of Business Administration 
make its start. At that critical time, 
1854, he wrote: “I subscribe to Bacon’s 
opinion of the pleasures of the pursuit 
of truth,” and he quoted from Bacon, 
“Truth which only doth judge of itself, 
teacheth that the inquiry of Truth 
(which is love-making or wooing of it); 
the knowledge of Truth (which is the 
presence of it); and the belief of Truth 
(which is the enjoying of it), is the 
sovereign good of human nature.” 


Veritas—an Untold Treasure 


In order to prepare the way for later 
use of other experts in my subject, | 
make a slight digression. The great 
seal of Harvard has on it the word 
VERITAS. Let me take that to mean 
not merely the antonym of falsity, no: 
yet all the truth which we know with 
certainty, nor the few imperfect sam- 
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oles collected in books already written 
or being written; but rather let it be 
that absolutely infinite mass of created 
ohysical laws, recognized materials and 
those still to be found, and processes, 
known and unknown, for which we 
may not yet have the slightest tests or 

It includes all the correct and 


aetee 
tastes. 


| positive conceptions which search can 


ever bring out. It includes all the 
negations which must be _ involved 
because the whole is an intricate, inter- 
locking entity. It is immense, solid, 
but articulate, semitransparent, or 
translucent, only in its superficial areas. 

Veritas is still mostly untouched. 
For example, it is verity to say that 
copper is a metal. I may also say 
ihat it is a reddish colored metal and 
that it is ductile. Here are three 
facts | must accept now as within that 
infinite stock called Veritas. But there 
are no limits to the number of items 
in this uncompleted inventory. I am 
asked, “Will there be a perfectly black 
metal in the future?” No matter 
what I may know, Veritas in reality 
holds such a metal or it does not. 
Such facts have always been a part of 
Veritas. But soalso have been myriads 
of others, and their very number makes 
it dificult to appreciate their certainty. 

This means little else than that 
there is much yet to learn. Every 
part of knowledge seems to branch more 
and more, and it is this infinite mass of 
the supposedly knowable that I think 
of as Veritas—an untold treasure from 
which men have chipped for centuries 
and which still yields fresh samples to 
every worker at every new application. 
he chips themselves make new tools. 
We are always chipping away at the 
outside layers only, for we never have 
suitable tools, words, or senses for 
work below the freshly exposed sur- 
We gradually acquire them by 


f.. ~ 
1ACCS,. 
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the process. Remember that this con- 
tinual chipping away at Veritas has 
never been nationalized, knows no 
patriotism, and serves everywhere in 
proportion to local application and ap- 
preciation. In older times we thought 
that there were only four elementary 
things; then later we appreciated many 
new elements. The number crept up 
to 92. Each was indivisible; and then 
some of them were found to be natur- 
ally falling to pieces; and then came 
electrons, nuclei, and quanta. The 
process is a continuing one, but the 
whole of knowledge, the inconceivably 
great whole, is but a small part of the 
mass. 

For example, I see in the broad area 
of radio a small sample of Veritas, 
acquired through the tiny tool, the 
electron, from an electrical mass which 
is still without limit. The stock from 
which we have always drawn our 
supply is inexhaustible, but it does not 
flow like the water of some great 
naturally melting glacier, but rather 
like that from the rock which Moses 
had to approach and smite with the 
rod. The ways of industry are but the 
applications of that part of the stock 
which is made free and flowing. 

I cannot narrow the volume of 
Veritas by separating its material from 
its spiritual truth. But it is so easy 
to visualize an infinity of the nar- 
rower materialistic part convertible 
into tokens of goodwill, that I lose 
interest in the more difficult chipping 
at some of the metaphysical Veritas 
with the poor tools yet at hand. 
Moreover, this is an address on Indus- 
try. For that purpose nothing can 
be more important than working at the 
thin covers of more useful parts of 
new truth. 

Perhaps patient chipping at the 
Veritas of business administration will 
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sometime bring about discovery of 
new and useful social and economic 
principles. It has not been customary 
to try experiments for such purposes. 
Some crisis is usually first accidentally 
provided. Revolutions differ largely 
from evolutions in their cost and value, 
but we are learning that evolutions 
are preferable. Perhaps some inter- 
national research laboratory will some 
day try a small mandate experiment, 
or test substitutes for gold or faith. 
It may disclose quite an unexpected 
new truth, just as happens in other 
research. It is for this reason that we 
ought to encourage such experiments 
as we can afford, and possibly some 
undertaking like President Roosevelt’s 
Tennessee Valley project can be made 
such an experiment. What a com- 
plexity of so-called cases this might 
supply your school for study. 

Anyone who studies even a small 
area of science, sees that chipping 
from Veritas to add to Knowledge has 
never stopped, however much it may 
have slowed down in places and times. 
Except as milestones or wayside signs, 
finished accomplishments seem of little 
account in comparison to the possi- 
bilities of the future. For us the 
going and the direction are important, 
but no end is in sight. Here I think 
it is possible to appreciate the progress 
as the beginning of a realization, 
continually growing in grandeur, of 
the most ambitious aims and unde 
veloped hopes which the most flex- 
ible minds may later contemplate. In 
other words, in science, whether we 
will it or not, we are working for that 
great posterity which, someone has said, 
has never done anything for us. 


Leaders in Research 


As I look back, I see quite plainly 
some of the life-giving forces which 


have brought civilization thus far. 
Here and there were peculiar indj- 
viduals, men like building stones, after 
a time becoming corner stones in struc- 
tures of human interest. To make 
this clearer, I want to recall a line of 
industrial philosophers, who, one by 
one, put new light and healing into our 
growing race. I do not care so much 
for the series of mere map changers, 
who carried on wars or even led 
political revolutions. They seem to 
have worked unscientifically. They 
may be responsible in part for our 
present condition. But, since I am 
talking to and for young industrialists, 
you shall hear about the heroes in 
your lines of useful engineering. In 
every department of knowledge, there 
were leaders who cut the ways through 
the cluttering underbrush and thick 
forests of the earlier days, and tackled 
Veritas. Bacon heads my list of lead- 
ers worth knowing because he started 
many others who in turn started others. 
By stepping back 300 years to Bacon 
and then coming up to our time, we 
may realize the actual contour of the 
terrain, and see how far some little 
candles have shed their beams. 

John Evelyn, the contemporary and 
parallel of Samuel Pepys as diarist, was 
one of the leaders in forming the first 
little group of scientists for carrying 
out such research work as Bacon had 
outlined a few years earlier. He wrote 


(1690): 


I cast about how I should employ the 
time which hangs on most young men’s 
hands, to the best advantage, and when 
books and severer studies grew tedious, and 
other impertinence would be pressing, by 
what innocent diversions I might some time 
relieve myself without compliance to recrea- 
tions I took no fancy in, because they did 
not contribute to any improvement of the 
mind. This set me upon planting of trees, 
etc., and brought forth my book, Sylva. 
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I like to think of Benjamin Franklin 
as of the Bacon school, for both men 
were simple seekers of physical truth, 
1omical researchers, and social lead- 
ers. It may be more difficult in our 
day to be all these things, but the avail- 
able tools were never sO numerous or 
applicable. What are we to do about 
it? This is where Bacon comes in 
with all his followers; and I want to 
introduce some few of the latter, just 
as I did his obvious follower, President 
Eliot. 

The increase of studious men and 
of new utilities has been continuous. 
Here is a very incomplete sketch of 
that series of men and events of which 
President Eliot and the School of 
Business Administration are a modern 
part. 

A wealthy English merchant, Gresh- 
am, a relative of Bacon’s, left his 
fortune to establish a college where lec- 
tures in physics, astronomy, law, etc., 
were given. I think Bacon’s influence 
began there. These lecture courses 
were carried on over a century. At 
first a small group of scientists of widely 
different interests agreed to get together 
for cooperation in the study of the New 
Philosophy. In 1645 the group was 
called the Invisible College of Gresham. 
They were admittedly carrying out 
only in a small way the more preten- 
tious ideas of Bacon. Evelyn said so 
in his journal. Here we find references 
to experiments by Robert Boyle on 
the vacuum, and we all know of Boyle’s 
law of gases. Both these men were 
active in the new Invisible College. 
Hooke, inventor of the microscope, and 
Sir Christopher Wren, of St. Paul’s 
Cathedral fame, were also of this 
little group. These young men, with 
others who were impressed by the 
advances already made, established a 
much more pretentious organization, 


ecol 
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which in 1662 was chartered by the 
King as The Royal Society. This was 
the first great organization planned 
exclusively for scientific research in 
England, if not in the world. 

This line from Bacon to today has 
been continuous. Following it a little 
more, we find that an American, Benja- 
min Thomson (later and better known 
as Count Rumford), took active part in 
expanding the useful activities of the 
Royal Society, with particular emphasis 
on social service. He helped establish 
the British Royal Institution, for more 
organized work in science. ‘This insti- 
tution carried out scientific researches 
continuously and still does so. Thus 
it is easy to point to the straight line 
of contributors to our engineering and 
industrial welfare. This includes such 
men as Boyle, Newton, Davy, Faraday, 
Maxwell, Tyndal, Dewar and Bragg, 
each of whom was at some time presi- 
dent of the Royal Institution. Busi- 
ness depressions have repeatedly come 
and gone in that period, but the rise of 
new utilities has been regular. 


Pure Science and Practical Achievements 


After pointing out the unanticipated 
nature of many of our utilities and 
showing how hard it would have been 
to foresee such actual discoveries as 
silk, gunpowder and the mariner’s com- 
pass, Bacon wrote: 


We may therefore well hope that many 
excellent and useful matters are yet 
treasured in the bosom of Nature bearing 
no relation or analogy to our actual 
discoveries but out of the track of the 
imagination. 


I love to review those words. I like 
to think of the great number of people 
who have been benefitted by Bacon’s 
ideas, and how the process of direct 
questioning of Nature goes on year after 
year. How true it is that the results 
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have always surprised us, and that the 
process is really continuous. When he 
was writing, the steam engine had not 
been realized, gas laws were not under- 
stood, air pumps came later, oxygen 
was unknown. It is quite impossible 
to show you, in reasonable time, how 
far we have come in industrial engi- 
neering since Bacon advised basic re- 
search. His New Atlantis showed how 
he anticipated some developments, but 
many others have been made which no 
possible prophetic vision could have 
foreseen. Work on new agricultural 
devices has never ceased, and farm 
tractors are but followers after reapers, 
for example. But many entire indus- 
tries arenew. Synthetic organic chem- 
istry was not anticipated, and now, 
after a century of that new synthesis, 
we have hundreds of thousands of 
organic compounds, many of which had 
never been found in nature, and we are 
convinced today that any compound 
produced by nature can also be made 
in the laboratory. Bacteriology meant 
nothing until recent times, and now 
there seems to be no end to bacterial 
types and their products. Bacon could 
not foresee electrical knowledge any 
more than he could foresee Michael 
Faraday. Yet I think of Bacon as 
being responsible for magnetic induc- 
tion: first, because his published ad- 
monitions clearly started the cooper- 
ative scientific research work of the 
Royal Society, which in turn developed 
the Royal Institution which, in turn, 
Faraday himself developed; and 
secondly, because Faraday testified in 
his letters that he got his start, so to 
speak, from reading Bacon. Faraday’s 
words were: 

My store of learning respecting knowl- 
edge abstractly considered has been gath- 
ered some time since from the writings of 


Lord Bacon and from a work by Dr. Watts 
‘‘On the Improvement of the Mind.” 


This fits together well with the words of 
Charles Darwin: 


My first notebook was opened July, 1837 
I worked on true Baconian principles, and. 
without any theory, collected facts on ; 
wholesale scale. 


They were chipping away at Veritas. 

In 1912 President Eliot wrote cop- 
cerning the direction of growth of 
a live American university, “The 
growth is not initiative, but respon- 
sive.” The School of Business Ad- 
ministration grew because changing 
world conditions called for it. So 
business itself grows in response to 
changing physical assets. Its growth 
is not initiative but responsive——re- 
sponsive to Veritas chips! 


What the Future Holds for Research 
Work 


Now, while I have forced experts in 
different business periods to talk for 
me and to you, I wish to add something 
from my own experience. The unfore- 
seen is the main human interest. Al 
that we already know is such a smal! 
splinter of Veritas as to be mainly of 
interest to historians. Healthy youth, 
whose changing growth must alone 
determine future industry, holds much 
the same position economically as scien- 
tific novelty. It must be cultivated 
and allowed to grow—and it is forever 
surprising how young things grow. 

I should like to make it clear that the 
immediate future holds more of valu- 
able novelty in it than ever. It is 
evident that study and_ research, 
broadly speaking, have never slowed 
down. If one takes any single scientific 
field, topic or subject, he finds its 
knowledge always expanding. This is 
true of the pure chemistry of organized 
life, whether it be in glandular secre- 
tions, in such novelties as vitamins, or 
in effects of radiations of all sorts. The 
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aws of heredity were never so fertile as 
y. and there is more significant scien- 
s- Jiterature on the fruit fly alone 
‘han anyone can now read. Diseases 
‘man and beast are being studied as 
sever before. Surgery is continually 
joing new things. Pure mathematics 
‘; advancing almost too fast. Physics, 
which was once a short course in me- 
-hanical isolations, now includes elec- 
tronics, and electrical and luminous 
relations, and is opening unexplored 
felds of chemistry. ‘There was never 
,much interesting research work being 
jone as at present. 

| could illustrate by scores of ma- 
terialistic, radical ‘“‘unforeseens.” I 
have seen the incandescent lamp grow 
continually in quite unforeseen ways, 
though we thought we were using all 
possible foresight all the time. The 
initiative was there, but growth was 
entirely responsive to new chips from 
Veritas. That the almost infusible 
carbon might be displaced by a fusible 
metal called for new chips. Using 
initiative alone, we always strove to 
make the vacuum better and better. 
It was responsiveness to a new chip of 
Veritas that reversed the vacuum pump 
| forced argon (itself a new chip 
m the old block) into the place 


old as not to interest even the 
historians. 

But take a more recent little chip on 
which I have often thought—the X-ray. 
lt was unknown in 1894, and a white 
chip in 1895. If you knew nothing 
about your purse and were unwilling 
(0 Open it, you could learn whether it 
held round discs or not by asking the 
A\-ray, but it wouldn’t tell you whether 
the discs were silver, lead, or glass. 
Roentgen showed how it distinguished 

ir bones from our tissues. Initiative 


taught us that in cases of broken bones 


THE RELATION OF SCIENCE TO INDUSTRY 455 











it became desirable to see them. We 
became more and more responsive to 
new X-ray knowledge. It became 
more interesting when the theretofore 
invisible digestive tract was made visi- 
ble by the barium or bismuth meal 
because they were responsive to fresh 
chips of X-ray capacity. But the 
initiative engendered by this chip did 
not let us see the lungs, arteries, veins 
or other organs. Previous chips had 
shown how vigorously our blood fought 
invasion by making antibodies, or gave 
up the ghost if it couldn’t kick enough. 
Initiative told us we might make the 
lungs visible if we would fill them with 
lead or even iodine, but the animal 
coughed itself to death at once. New 
tools are always chipping new assets, 
though, and now there are other unfore- 
seen processes and products. lodized 
poppy-seed oil and such stable organic 
products are now put into living lungs 
so that the X-ray may give its true 
photograph. Still more recently, very 
complex organic compounds have been 
made which will be extracted by the 
liver and disclose through the X-rays 
irregularity of the gall-bladder, for 
example. Unforeseen things are con- 
tinuously seen. It is old to use X-rays 
for finding defects in building materials, 
but who could have foreseen that the 
ultramicroscopic genes of the chromo- 
somes, which apparently determine 
heredity, would be affected by X-rays? 
Abnormal plants and animals may be 
developed through exposure of eggs, 
spores, pollen, seeds, etc., to X-rays. 
This brief reference to a single recent 
unforeseen addition to knowledge shows 
how very widespread may be the 
influence of new knowledge. 


Conclusion 


And here, in conclusion, just a word 
about Sir William Bragg. He is the 
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present president of the Royal Institu- 
tion, where that long line of men like 
him have been chipping Veritas for 
centuries. His work on the structure 
of matter, as disclosed by his X-ray 
studies, is too strange for me to describe. 
New senses and new words are needed. 
It has to do with the ultramicroscopic 
architecture of matter. When we see 
how this new tool of penetrating rays 
affects all living matter, we may well 


wonder if there are now being disclosed 
as excitingly interesting fields as th 
one his forerunner, Faraday, opened 
It is the certainty combined with the 
unexpectedness that fascinates me— 
the “initiative” followed by the result. 
ing “responsiveness” of Eliot, or the 
‘administration of the unforeseen” of 
Bridges. That is the process by which 
mankind always has and always will 
advance. 
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E are in the midst of what may 
Wei be a most critical period 

in our history. The changes 
taking place are so rapid that many 
people are dazed by them. These 
changes inspire hope in those who 
visualize a new society, a society more 
equitable and just to all. To others 
these changes bring a sense of despair. 
They believe that no good can come 
from leaving the old established order. 
One thing I am sure we may accept 
as certain, and that is, a change will 
come in the relationships among the 
various groups in society. 

The problem which must be solved 
in this country before any other prob- 
lem can be solved is that of the total 
unemployment of millions, the partial 
employment of more millions and the 
existence of a low wage standard for 
those who are employed. 


The Policy of Deflation 


In the early days of the depres- 
sion, those responsible for our indus- 
trial policies proposed as a cure for 
the depression a process of deflation. 
They insisted that prices be brought 
lown so that the consuming public 

uld buy at lower price levels. Then 
began the vicious circle of cutting wages 
and laying off people, thereby reducing 
purchasing power further. It didn’t 


In fact it was a total failure. 
The result of this policy, followed for 
the last four years, has been to create 
more unemployment and thus virtually 
to break down our economic system. 
Uhese destructive policies affected labor 
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first. The standard of living achieved 
in the last few decades has been vitally 
impaired. 

In the clothing trades, the trades 
with which I am most familiar, the 
earnings of those employed, because 
of constant reduction in wages and lack 
of employment, have been brought 
down to a small percentage of the nor- 
mal earnings of six years ago. 

The constant drive by the large 
retail distributors for cheap merchan- 
dise has encouraged sweatshop manu- 
facturing. This unfair competition has 
put the responsible employer at a great 
disadvantage. ‘This employer, not be- 
ing able to move his plant to industrial 
areas where labor is compelled to accept 
any wage offered, is facing from year to 
year great financial losses. Often he 
is forced into bankruptcy or liquida- 
tion. And what is true of the clothing 
trades is equally true of all industry. 
The wage bill of American workers has 
been steadily declining. 

Those who have been responsible 
for this policy failed to realize that a 
decline in earnings meant a decline to 
the same degree in the purchasing 
power of allourcommunities. The last 
four years have demonstrated that 
unemployed and low-paid labor means 
bankruptcy to most of our industrial 
enterprises. 


The Unemployment Problem 


The cure adopted for the depres- 
sion during the Hoover Administration 
was to protect the top layer of society 
—banking institutions, insurance com- 
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panies, railroads, etc. This has in- 
volved the expenditure of close to 
$2 billion by the Reconstruction Fi- 
nance Corporation. This huge outlay 
has merely postponed the day of 
reckoning. There can be no return 
to normal operation of industry unless 
the millions of people who are unem- 
ployed are placed back at work, at 
a wage that will bring them back again 
into the market as buyers of com- 
modities and services. 

There are only two causes for the un- 
employment which results in the paraly- 
sis of industry. One is the substitution 
of machines for man power, which 
creates technological unemployment; 
the other, and the more important, is 
the reduction of wages of those em- 
ployed to the level where the earnings 
of the masses are not sufficient to buy 
the things we produce. 

Some of us tried to appeal to the 
common sense of leaders of industry 
and finance in the early part of 1930, 
pointing out to them that the policy 
adopted at that time of reducing the 
standard of living of the American 
people would result in greater unem- 
ployment and a breakdown in industry. 
Unfortunately for the country, both 
the Administration in Washington and 
the industrial leaders insisted upon 
minimizing the effects of the depres- 
sion, promising relief in the near future. 
They recklessly preached the gospel of 
“prosperity around the corner” and, 
at the very time when clear thinking 
and facing the facts were vitally neces- 
sary, they confused the public mind 
with unfounded hopes for quick eco- 
nomic recovery. The disasters of the 
last four years have proved that we can 
no longer look to them for leadership. 

In the absence of leadership in 
private industry we must look to the 
Federal Government to check the con- 


tinuous and rapid breakdown of oy; 
industrial machinery. This breakdow, 
has disastrous effects on labor as wel 
as on employers. 


The Need for Government Planning 


The American people passed thei 
verdict on the previous administra. 
tion and its policies on November 8 
last. The guiding policy of the Hoove; 
Administration was the theory of laisse; 
faire in industry, or “rugged indi- 
vidualism.”” That policy has proved 
itself unworkable and has led us to 
disaster. ‘Theneed of today is planning 
for industry. We have drifted all 
these years and we are paying a heavy 
price for such drifting. Private in- 
dustry is unable to start our industrial 
machine functioning. This places the 
responsibility on government to con- 
cern itself with that problem. 

The problem of unemployment aris- 
ing from new inventions and more 
efficient methods in industry, decreasing 
the amount of labor, must be met 
through a constructive and sound in- 
dustrial policy. So far the result oi 
inventions has meant more idle workers. 
Unless employment is found for the 
men replaced by machinery, the ma- 
chines will stand idle for lack of pur- 
chasing power to consume the things 
they produce. We surely do not want 
to stop inventions if we could, or to 
smash up machinery. The only solu- 
tion to the problem of taking up the 
slack which this brings about is the 
adoption of a shorter work day and 
a shorter work week, thereby sub- 
stituting leisure for unemployment. 

We are now in an age of mass produc- 
tion. In order to match consumption 
to our productive capacity a con- 
tinually higher standard of living 1s 
required, if we are to avoid the cycles 
of depression. Obviously, to do this 
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we must plan a more equitable distribu- 
ton of our national income. The wage 
bill paid to American workers is the 
major factor in the distribution of 
ur national income. We cannot leave 
such distribution to individual enter- 
orises and permit them to decide for 
themselves what wage they will pay 
to their workers. 


The Black Bill for a Shorter Work Day 


An attempt to meet the problems 
f unemployment was made in the last 
session of Congress. Senator Black, 
representing the State of Alabama, 
introduced a resolution providing for 
employment of labor not more than 
six hours a day and five days a week on 
all articles that enter into interstate 
commerce. The bill was reported out 
of the Senate, but no action was taken 
before Congress adjourned. 

The new Senate, a few weeks ago, 
passed this bill by a large majority. 
[he shortcomings of the original Black 
measure were, first, that no proper 
nforcement machinery was provided, 
leaving it up to the inadequate staff 
f the Labor Department to enforce 
the law throughout the nation. If 
no enforcement machinery is provided, 
the employer living up to the letter 

| the spirit of the law will face 
infair competition from those in in- 
dustry who work longer hours in viola- 
tion of the law. 

In the second place, the bill has no 
provision for maintaining even the 
low wage levels prevailing today. Such 
legislation, if enacted, would merely 
have the effect of sharing the misery 
among those who are still employed. 
We know by this time that the un- 
scrupulous employer will not be re- 
strained from forcing even lower wages 
on the workers. 
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Investigation of the wages prevailing 
in many factories throughout the coun- 
try today would show that a very 
substantial proportion of labor is work- 
ing for less than minimum-subsistence 
wages. You will find them right in 
your own State of Massachusetts, in 
Connecticut, in Pennsylvania and in all 
industrial states. 

The Black Bill, with amendments 
submitted by the Secretary of Labor, 
is now (April 28) before a House 
committee for hearings. It provides 
for a board to be established in every 
industry, composed of representatives 
from employers, labor, and the public; 
the latter is represented by the Govern- 
ment, which is to enforce the shorter 
work day. It also gives such boards 
the power to raise the hours of work 
from six to eight a day and from 30 to 
40 a week, in order to conform with the 
needs of industry. 

The provision of elasticity in hours 
of work, administered by a board rep- 
resentative of the industry, in my 
judgment, makes this legislation more 
workable. This bill also provides for 
a wage board constituted in the same 
manner in every industry. The board 
is instructed within 30 days from its 
appointment to make an investigation 
of the wages prevailing in the industry 
and, if it finds those wages below rec- 
ognized standards, the board is |re- 
quired to set a minimum wage for the 
whole industry. 

My firm conviction is that this bill, 
if enacted, will be considered the great- 
est achievement of the present admin- 
istration. 

The present administration has been 
called upon to ask from Congress 
emergency measures to make it possi- 
ble for our banking system to func- 
tion. But while trying to reorganize 
the system since the holiday, over 
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$5 billion is still frozen in the closed or 
partially reopened banks, thereby cut- 
ting down still lower the purchasing 
power of the country. Congress has 
also been called upon to balance the 
budget, and the President has gone 
further than the promises made in 
that direction by the Democratic plat- 
form. The net result, however, is 
that over a billion dollars have been 
taken from consuming channels. The 
budget that happens to be balanced 
now will be unbalanced if the present 
decline in earnings continues. 

This bill, together with the farm 
relief that is proposed by the adminis- 
tration, boldly attempts to grapple 
with the destructive forces of deflation. 
Its purpose is to raise commodity 
prices and to guarantee a minimum 
standard of living to labor. 

The shorter work day will place 
millions of men and women back at 
work. Some have claimed that it 
will put six million back at work. I 
believe that this is an exaggeration. 
But even if this bill for a shorter work 
day, backed up by a minimum wage, 
will place only two to three million 
people back at work immediately, we 
will have checked, for the first time 
since the depression, the process of 
laying off workers, and we will have 
started a new force at work absorbing 
people into industry. 

Professor Keynes in the last two 
weeks stated that every two people 
reemployed at a decent wage make 
employment for another person. 


A Fair Minimum Wage 


The spreading of a minimum wage 
applicable to every industry will do 
away with unfair competition in indus- 
try. It will make a bottom for wage 
levels. We have been going through 
the destructive influences of plants 


opened in localities of low wage levels 
Employers in these places are a menace 
to the rest of the industry. Qj 
established enterprises giving employ. 
ment to labor at a fair wage are at ; 
distinct disadvantage. The result of 
this unfair competition goes further 
than taking away the work from places 
where labor costs are higher because of 
higher wage levels. Old established 
firms are forced into liquidation. Cap. 
ital invested in these plants becomes 
idle and is wiped out. Workers have 
to move from their homes, and rea! 
estate declines. 

In the retail establishments in those 
communities, the capital invested and 
the people employed feel the effects 
of such liquidation. A fall in taxes, 
because of the effect of this policy 
on the industries of those communities, 
endangers the credit of municipali- 
ties and of state governments. Ulti- 
mately these effects are nation-wide. 

I contend that this anarchistic 
condition in industry has disrupted 
our interstate commerce. That part 
of our commerce that crosses the bor- 
der lines of the states, and which con- 
stitutes the major part of our industrial 
and commercial activities, is paralyzed 
in some cases by these unscrupulous 
employers. It is surely the duty of 
the Federal Government to protect 
our interstate commerce, which is the 
very life of the nation. 

Putting a fair minimum wage in 
industry will immediately react favor- 
ably in every community in the United 
States by increasing the purchasing 
power of the people. Its beneficial 
effects will be felt by retail distributors. 
It will give full employment to fac- 
tories now working on part time and will 
reopen closed factories. The movement 
of commodities will increase the ton- 
nage and will do more for the railroads 
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than the loans given them by the 
Reconstruction Finance Corporation. 
At the best these loans will only post- 
sone bankruptcy or bail out bankers’ 
loans, shifting the burden to the tax- 


payer. Adequate earnings by labor, 


with the consequent effects through 
the different layers of society will also 
thaw the frozen assets of our banking 
institutions and thereby make unneces- 
sary further banking “‘holidays.” 


Industry to Govern and Police Itself 


What is even more important, to 
my way of thinking, is that order, 
instead of chaos, will be established in 
the relationship between capital and 
labor. Nothing that has been done 
up to date can give anyone, who is 
seriously concerned with the problems 
confronting us, any hope that we are 
working our way out of our distress. 
A temporary flurry on the stock market 
must not mislead us again. We have 
had that on several occasions in the 
last four years. After all, the stock 
market, at best, indicates anticipations. 
Those who are participating in the 
stock market—or shall I say, who are 
manipulating the stock market—have 
amply proved on their own record that 
they are false prophets and that the 
country cannot follow them with trust 
and confidence. 

The amended Black Bill now being 
considered by the House Labor Com- 
mittee provides democratic machinery 
for industry to govern itself. Through 
this democratic machinery, industry 
can plan on a national scale more 
opportunities for employment and can 
plan for an ever-increasing standard 
of living, which will make our new 
inventions a blessing in place of a curse 
to the American people. 

The powerful arm of the Federal 
Government will only be called on to 
prevent unscrupulous employers from 
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breaking down established standards. 
Industry will police itself and only 
appeal to the law when the forces of 
anarchy in industry refuse to respond 
to the pressure which industry itself 
can exert. 

Unquestionably there will appear 
before the House Labor Committee 
representatives of industry opposing 
the purposes of the Black measure. 
They have had their opportunity to 
remedy the situation all these years 
and, unless they have an alternative 
proposal to place the millions now out 
of work back on jobs and remove the 
destitution now in our midst, and to 
raise the American standard of living 
to a level where we can find consumers 
for the things we are able to produce, 
they themselves may regret it if they 
are successful in their attempt to block 
this constructive legislation. 


Need for Intelligent Planning 


We are in a most serious period in 
our history. Our decisions of today 
may become momentous in their in- 
fluence on the future development of 
our people. The old order has passed 
—no matter how much its adherents 
may regret it. An economic system 
which, in the midst of plenty, cannot 
provide for the needs of us all, but 
on the contrary leaves millions in dire 
need, can no longer claim the confidence 
of the people. 

In the past, those in power, blinded 
by their greed, did not permit neces- 
sary economic changes in the system 
of which they were the greatest bene- 
ficiaries. Ours is the opportunity to 
substitute intelligent planning for drift- 
ing in industry. 

I am confident we can do it with the 
tools democracy has placed in our 
hands. Will we avail ourselves of 
this opportunity, or will we court 
disaster by further drifting? 

















LABOR AND THE CHALLENGE 
OF THE NEW LEISURE 


By SPENCER 


An Age-old Problem in a New Setting 


\ \ THEN Aristotle wrote in his 
Politics, the fourth century be- 
fore Christ, that “‘whereas work 

was to be done not for its own sake 

but for subsistence; that leisure was a 

noble thing, indeed the noblest thing 

in life—the employment in’ work 
desirable for its own sake,” he con- 
ceived of work as a menial task to be 
performed for the most part by slaves. 

After these many centuries, by 
strange coincidence, labor today, in 
dealing with the problems of the new 
leisure, finds itself confronted with 
some of the same questions that are 
set forth by Aristotle in his treatise 
on government. Slavery no longer is 
the foundation of the State; our modern 
civilization rests upon science and the 
machine. The leisure of the few, in the 
Aristotelean sense, no longer depends 
on the labor of the many. Yet the 
challenge of the new leisure which is 
before us appears like an age-old prob- 
lem in a new setting. 

That new setting is nothing less than 
the result of the recent revolutionary 
changes which have taken place in the 
habits and ways of our society. It was 
asserted at the time of the World War 
that another war would destroy our 
civilization; the fact is that the War 
itself marked the breakdown of our 
civilization. It marked as well the 
end of one era and the beginning of a 
new. 

Those who have eyes to see have been 
aware for some time that the great 
depression through which we have 
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been passing was not just another 

recession in the business cycle, though 

it has certain cyclical manifestations. 

but the last phase of the World War 

with its far-reaching consequences. 
Walter Lippmann wrote: 


It has fallen to us to live in one of those 
conjunctures of human affairs which mark 
a crisis in the habits, the customs, the 
routine, the inherited method and the 
traditional ideas of mankind. There isno 
mistaking the conclusion that we are in 
the midst of one of the great revolutionary 
periods of history, and that upon our gen- 
eration and its successors the task is 
imposed of discovering and organizing 
and establishing a multitude of new rela- 
tionships among the peoples of this planet. 


It is against this background of 
revolutionary changes in our social 
order that the problem of the new 
economy must be considered. The 
emergence of a surplus economy with 
its problems of the equitable distri- 
bution of goods to resolve that strik- 
ing paradox of our age, poverty in 
the midst of abundance, the sub- 
stantial reduction for the first time in 
our national history of work oppor- 
tunities for labor in the two major 
occupations, manufacturing and agri- 
culture, the marked increase in the 
number of those gainfully employed 
in the service or distributive industries, 
the vast increase in the productive 
efficiency in the modern industry with 
the increasing number of displacements 
of workers, and the decrease in the 
amount going to consumer goods as 
compared to production goods are but 
a few of the indices that persuade 
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labor of the far-reaching changes that 
have taken place. 
The Problem of Unemployment 

Across the whole economic field, 
moreover, there stretches today the 
vast problem of unemployment as a 
criticism of our economic system, if 
not as a threat to the very stability of 
our social order. ‘To labor, it epito- 
mizes the challenge of the new leisure. 
Today in our land there are, according 
to conservative estimates, 13 million 
unemployed men and women, and 
half again as many who are partially 
employed. It is a type of involuntary 
leisure, but it lacks both purpose and 
meaning. 

More serious than its recurrence at 
this period as an evidence of the lack 
{ balance in our economic system, is 
the growing realization that through 
these past three and one-half years 
many of the unemployed have become 
unemployable and that a substantial 
proportion of those idle will never again 
be reemployed in industry. ‘The direc- 
tors of several of the employment 
agencies place this figure as high as 
30%. 

Yet the fact remains that with all 
this lack of employment, and with the 
resulting loss in purchasing power, it 
is possible that with our modern plant 
equipment the needs of the country 
may be supplied by a far smaller 
number of workers. The United States 
Department of Labor estimated in 
1932, upon the basis of a representative 
number of plants, that the average 
number of hours worked by those 
actually employed was 41.1 per week. 
This would mean an average of 943 
million man hours per week for those 
actually employed. If this number of 
man hours were divided among the 
34 million wage and salary workers, it 
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would provide work for all on an aver- 
age of 28 hours per week. Expressed 
in another way, the former Director 
of the Bureau of Labor Statistics 
asserted a year ago that we could 
supply all the goods and services in the 
nation if the entire working force 
worked four hours a day and five days 
a week. 


The Shorter Work Week—the Black Bill 


In the face of such a situation it 
will be understandable why it is that 
labor has come to conceive of the 30- 
hour week as the next goal in its 
program for reducing the hours of labor. 
It is a matter of some significance that 
during the year 1908, when the founda- 
tions of this Graduate School of Busi- 
ness Administration were laid, the 
United States Supreme Court had just 
declared constitutional the Oregon 1o- 
hour law for women employed in 
industry. It marked a notable ad- 
vance in social legislation. ‘Today, as 
this Twenty-fifth Anniversary is being 
celebrated, the Black Bill for a 30-hour 
week is being seriously debated in the 
halls of Congress; already it has passed 
the United States Senate by a com- 
fortable majority. While its final en- 
actment into law is still uncertain 
and its constitutionality is somewhat 
doubtful, the serious consideration by 
the Congress of the United States of 
such a Federal law reflects a profound 
change in economic opinion during this 
quarterofacentury. It suggests some- 
thing of the acceleration of our 
technology. 

While this proposed reduction by 
law of the hours of labor, from a 
maximum of 60 hours per week for 
women to a maximum of 30 hours per 
week for all persons engaged in the 
production of goods shipped in inter- 
state commerce, can hardly be said 
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to represent the average reduction 
in working hours which had taken 
place up to 1929, it is clear that today 
the 30-hour week does represent the 
approximate number of hours which 
would provide for the widest spread 
of employment. 

My concern here, however, is not 
so much with the economic policy of the 
shortening of working time to provide 
more employment, but rather with the 
increase in leisure which is represented 
by the reduction in working hours. 


The New Leisure and Its Economic Utility 


The new leisure, then, set against 
the background of our changing civiliza- 
tion, carries with it a three-fold chal- 
lenge to labor, to economic objectives, 
to social outlook and to cultural values. 

Let us turn, first, to leisure conceived 
in terms of economic utility. The 
characteristic feature of our present 
situation, as I have indicated pre- 
viously, is an economy of plenty. 
When we examine the situation in 
its totality, we discover a conflicting 
demand made on industry. We insist 
that industry provide for economic 
needs with the greatest possible effi- 
ciency and in the most scientific man- 
ner, and that it at the same time 
continue to provide people with em- 
ployment on the same scale. Employ- 
ment is offered to meet ostensible 
economic needs upon the unconscious 
assumption of a scarcity economy, but 
in reality to keep people at work. 
But such uneconomic practice will fail 
as it is failing. The unemployment 
problem is not a problem in finding 
work. 

We face a situation where the dis- 
tribution of leisure becomes an alterna- 
tive to the distribution of jobs. It 
has an economic as well as a cultural 
The choice which is _ before 


value. 
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us is whether we shall have more good; 
or more leisure. We cannot, in my 
opinion, continue to multiply new gad. 
gets and accessories under mass Produc. 
tion without adding finally to oy; 
unemployment. 

It has been said that the heart of 
the question before us is how to create 
more consumer purchasing power with- 
out creating more goods. This is one 
statement of the problem. Put jp 
other terms, our task has become one 
of making leisure usable. It has be- 
come necessary, furthermore, to recog- 
nize that the old theory about the 
insatiable character of human wants 
is subject to very definite modifications, 
While it is true that the appetite 
grows upon the thing on which it 
feeds, it is also true that there are a 
great many nonpurchasable satisfac- 
tions which fulfill wants as definitely 
as do the things which we presumably 
purchase. In a period of a great 
depression there is the inevitable trend 
to develop certain such inner satisfac- 
tions without financial incentives or 
rewards. It is also humanly possible tc 
increase our satisfactions by decreasing 
our wants. Here we have an illustra- 
tion of the way in which leisure may 
become a form of economic utility 
which will aid in effecting the kind of 
balance which is needed in our planless 
economic society. It describes what 
has been going on even though it may 
appear unorthodox. 


Changing the Social Outlook 


In the second place, leisure may be- 
come more of a means to the goal of 
life than it has in the past. Men have 
lived to work; toil has been elevated 
to a position of surpassing importance. 
Beneath this assumption is the theory 
that work is the only worthy aim of a 
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society and that leisure is one of the 
lesser virtues, if not indeed a vice. 
We are coming, however, to realize 
more and more that the end of man is 
not in the production of goods, but 
‘. the development of the fullness of 
his stature. 

These, you will assert, are moral and 
ethical aims for our society. I agree. 
We have in part lost our way in our 
contemporary civilization precisely be- 
cause we have failed to give to ethical 
standards their appropriate value. Lei- 
sure gives us something of a clue for 
exchanging our old objectives for new. 
It will become a part of the foundations 
of the new society. If we stand, as I 
firmly believe we do, upon the threshold 
fa new age, it will be necessary to 
reconstruct not only our objective 
but also our attitude toward that objec- 
tive. Such a reconstructed objective 
must inevitably include provisions for 
the wider leisure-time activities of 
citizens, not as an end in themselves 
but as a means toward the cultivation 
of those qualities which are a necessary 
part of the new society. 

Such an objective, I realize, marks 
an important turning point in our 
national life. Our national habit has 
been developed in work. ‘The history 

this country is a great epic of labor; 
ic has been necessary in subduing the 
wilderness and creating a nation. The 
frontier with all that it meant was, as 
Professor Turner used to observe, cen- 
tral in our life. We are and have been 
a restless people, and have been moved 
forward by a certain restless urge to 
the conquest of nature. To turn from 
the strenuous life to the more contem- 
plative and reflective mode of life is a 
revolution in habit. 

American labor, like the American 
people at large, finds itself confronted 
vith the problem of new and increasing 











leisure before it has even developed 
the requisite habits for reflection and 
contemplation. ‘The new leisure is the 
spiritual frontier which calls for a 
discipline of the spirit as far-reaching 
and as penetrating as did the conquest 
of the physical frontier. 

The new leisure is a challenge to the 
cultural capacity of labor. In part, 
labor has responded to this challenge. 
There is, however, a good deal of 
thought that is current in these days of 
the wisdom of giving workers more 
leisure without providing them with 
the opportunities for its wise employ- 
ment. In part this is a sentimental 
objective; there is no more reason why 
the leisure of working people should 
be determined for them than for any 
other group in a community. It is 
of the first importance that we should 
recognize what changes have taken 
place in the age of technology with the 
distribution of leisure. Buckle, in his 
great history of English civilization, 
spoke of the necessity of having a 
leisure class that might in the hours of 
contemplation give expression to crea- 
tive possibilities. With the coming of 
the machine age and the vast increase 
of free time, leisure has ceased to be 
the possession of a particular class and 
has become the universal opportunity 
of working people. 


Labor’s Move Toward Adult Education 


There is, to be sure, every reason 
why the agencies of adult education 
should make clear to all of the adult 
citizenship some of the satisfactions 
to be gained in the study of art, science 
and nature. But adult education can 
hardly expect to do more than offer 
the facilities to workers; the interest 


must come from the workers them- 
Leisure, like work, wili test a 


selves. 
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person’s character. There is no guar- 
anty that a worker will not make a fool 
of himself during the period of his 
new leisure. It is, however, of the 
greatest importance that he be given 
an opportunity to make use of this 
leisure. It is probably true to say 
that it is leisure alone that will fit 
labor for leisure, and that no person, 
whether he be worker or not, will be 
able to prepare himself against the 
wise occupation of his leisure time, 
until some of the pressures of economic 
security have been withdrawn and 
until he is free to utilize leisure to the 
uttermost. 

To meet the challenge of the new 
leisure, it should be said that labor 
has developed its own adult education 
movement, which has sought not only 
to direct the attention of workers 
toward the wise use of leisure time, but 
also toward an understanding of a 
changing world in which leisure has 
become an increasingly important part. 
Labor has also come to realize that 
education for leisure has become in- 
creasingly necessary, because in the 
business of life we have become so 
preoccupied with vocational interests 
that we have submerged avocational 
interests. This destruction of the bal- 
ance between vocational and avoca- 
tional, between the leisure and the 
labor end of life, has been responsible 
in part for the fact that our whole 
economy has been thrown out of focus. 
It is an interesting fact that if one 
examines the content of the adult 
education movement for workers, it 
discloses distinct cultural trends. It 
has been assumed for a long time now 
that workers wished to study subjects 
which were related to their jobs and 
to the improvement of their capacity 
to earn a living. However, a careful 
appraisal of the adult workers’ educa- 


tional movement in England, Germany 
and the United States has disclosed 
the fact that the center of interest ha; 
turned toward the more cultural ang 
humanistic purposes, which are cop. 
cerned less on making a living and more 
on making a life. 

Labor has concerned itself in the 
development of its own educational 
movement with the problem of reedy- 
cation toward a changing occupation 
in life. It is recognized that occupa- 
tional changes have gone on and wil! 
go on with increasing swiftness. [t 
has recognized its responsibility to 
prepare for these new changes which 
are taking place. It recognizes further- 
more that the course of our techno- 
logical civilization leads forward and 
not back, and that by a wise adjust- 
ment to machine displacement it can 
dominate this onward march. This 
continuous process of readaptation |a- 
bor can develop only by reeducation. 

Labor has conceived of its cultura 
movement as a device for aiding in 
the exploration of the nature of our 
world, and its responsibility to that 
world. Labor has recognized that it, 
together with other groups in the 
community, will be called upon to 
discharge obligations which have their 
roots planted deep in a_ world-wide 
community. As we move forward into 
an era of social-economic planning, 
labor realizes more and more the need 
for a perspective both on itself and its 
manifold relationship. It has_ been 
said again and again that, in our 
modern industrial enterprises, a worker 
employs but a part of his creative 
ability. If this be true, the inhibition 
upon the individual is far-reaching. 
Labor is seeking in the period of its 
new leisure to cultivate the various 
facets of its personality so that it may 
develop the whole man. 
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rh» State’s Duty Toward Educating Its 
Citizens 


As we begin then to contemplate 
something of the changes that are 


ind to take place in the nature of 


man’s development with the coming 
‘the new leisure, we may be sure that 
chere will be reciprocal influences upon 
the structure and relations of our 
society. As the opportunity which 
leisure presents for the education of 
the whole man develops, it is logical 
that the functions of the State itself 
will take on a new objective. As one 
reviews the history of the State, one 
may think of it as falling into three 
possible periods. At the outset, the 
State began in conquest. In its second 
stage, it grew and expanded in com- 
merce. It stands today upon the 
threshold of a third significant develop- 
ment. More and more I believe that 
he function of the State will become 
recent educational 


educational. In 
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conferences called by the President 
of the United States and other authori- 
ties to consider the crisis in American 
education, there has been evident an 
apologetic attitude on the part of 
educators for their demands upon the 
State for funds. Educators have been 
placed in the position of defending 
the institutions which they serve. This 
I believe to be an unsound position. 
The purpose of the State, as Aristotle 
defined it, is to elevate human life. 
That is certainly one of the high aims 
of education. If that be true, I sub- 
mit that the chief function of this 
State should be the education of its 
citizens, not only for the problems of 
life’s work, but of life’s leisure as well. 
Toward that concept of the State, 
the leisure State if you will, I believe 
we move. Helping the achievement 
of that goal is the challenge of the new 
leisure to labor and to the community 
at large. 


















THE MAGNITUDE OF THE TASK 
OF THE POLITICIAN 


By FREDERICK M. DAVENPORT 















Prevailing Opinions Regarding 
Politicians 


T is a safe venture to affirm that 
['u- number of persons in the 

country, who would regard as 
important a discussion of the task of 
the politician, is not large. A much 
more popular and intelligible topic 
would be the task of ridding ourselves 
of the politician. Very few lift hand 
or pen or voice in his defense. In 
recent times Wallas, Lippmann and 
Frankfurter have given more than 
fugitive evidence of an appreciative 
understanding of him, but it has been 
left for F. S. Oliver,’ in the opening 
chapter of his work upon the endless 
adventure of governing men, a chapter 
in praise of politicians beginning with 
Walpole, to present in terms of whim- 
sical, yet profound social, insight the 
service and function of the politician 
under any government, particularly a 
democracy. 

It is true about politicians in gen- 
eral that there is much that is un- 
lovely. The public has in mind the 
unintelligent, brawling, municipal ward- 
heeler, who preys upon the widespread 
helplessness of large elements in the 
population, whose economic underpin- 
ning is graft and corruption, who 
fattens upon the incompetence and 
failure of the underprivileged. The 
public has in mind the machine boss 
who is mentally pictured as seeking 
and gaining power for his own upbuild- 
ing, and as pursuing at all times his 





1 Endless 
Co., 1931. 


Adventure. Boston: Houghton Mifflin 








own selfish interest. The public thinks 
of the legislator as one who is likely 
to lack courage, to prove the proverbial 
opportunist, the temporizer, the arrant 
compromiser. The public thinks of g 
political organization as built upon the 
lowest instincts which human beings 
possess, and of the politician as the 
man who must, in order to win, 
fall in with the method and the tech- 
nique associated with the management 
and mastery of the baser qualities of 
mankind. 

The public knows the evil in poli- 
ticians, and very little about the good 
in them. The press attends to that. 
Virtue is rarely worth a headline. 

Formerly the banker, the financier 
and the captain of industry were 
merciless critics of the politician. This 
criticism has not been so severe re- 
cently, since glass houses became more 
common habitations. The wholesale 
condemnation of the public men known 
as politicians, whether in high place 
or low, has become shallow and menac- 
ing. It has helped to undermine the 
prestige of the public service and to 
weaken the leadership of the country. 
It is not without reason that we take 
stock afresh of the real function of the 
able and useful type of politician and 
his place in the governmental order. 


The Master Politician 


As a matter of fact, the politician is 
the person who actually brings things to 
pass within the fabric of government. 
Nothing much would happen in that 
field without him. He is the expert 
468 
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‘a the political behavior of the elec- 

He understands human na- 
ture. He charts human _ prejudices 
and prepossessions and emotions. He 
knows his social psychology. The po- 
litical thinker, the advisory counselor, 
may furnish the idea. The politician 
knows whether the idea is practical 
and can be maneuvered through the 
channels and past the reefs of public 
sentiment and into safe harbor in the 
Law and the Constitution. He is 
the navigator of the Ship of State. No 
one can take his place in a storm. 
What Lincoln did in the years 1861- 
1865 was to bring into safe harbor the 
idea of Webster that the Unior must be 
preserved. When Lincoln entered the 
presidency, his position on slavery was 
Webster’s position: it must not extend 
into any new territory. Lincoln navi- 
gated Webster’s ideas through to suc- 
cess and broadened them into the 
policy that all men everywhere under 
the American flag should be free. 
Lincoln was the master of his country’s 
fate and the captain of her soul, 
because he was the master politician of 
her history. 

The most successful presidents have 
been the best politicians in a high 
sense—but politicians. The American 
people do not appreciate administra- 
tive capacity in the presidency to 
anything like the degree that they 
appreciate a sense of human contact 
with the President: that he is, par 
excellence, their voice, their spokesman, 
their friend. 

Contrary to the usual belief, a great 
part of the success of the American 
Revolution and of the new government 


torate. 


of 1789 was due to the amazing 
political instinct of George Washington. 
If you wish a picture of the politician 
who became our first President, hear 


this description of him in Philadelphia 
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—as a member of the Continental 
Congress, accompanied by loyal Vir- 
ginians ready to join with the other 
colonies in a martial adventure which 
might lead to infamy or renown. His 
latest biographer writes: 


When Colonel Washington strode 
through the streets of Philadelphia, his 
imposing ways, his tall form in his hand- 
some uniform . . . attracted a great deal 
of notice. He went here and there every- 
where in the city, buying provisions, arms 
and munitions for his Virginians. He did 
not talk, but quietly purchased and paid. 
He made a profound impression. He was 
seen everywhere. In the morning and 
afternoon in Congress, in the evening at 
the tavern with the merchants, or din- 
ing in society . . . with the ostentatious 
banker Morris or with the well-known 
lawyer Dickinson, with Mayor Fisher, 
with the leading Quakers. ... He was 
untiring. One Sunday morning he ap- 
peared at a Quaker meeting. In the 
afternoon he attended the service in the 
Church of England. On the Sunday fol- 
lowing he went to hear a morning sermon 
in the Presbyterian Church, and attended 
benediction at the Catholic Church after 
lunch. He frequented the taverns where 
the New England delegates were lodged, 
as well as those where the delegates from 
Carolina were dined, and going every- 
where, wherever he went he gave the same 
telling impression of force, resolution and 
calm. 


There was your political genius. In 
the living room at Mt. Vernon and in 
the House of Burgesses he met and 
learned to influence his own aristo- 
cratic class, and after his campaign 
around Boston and his association with 
the free and independent Yankees, who 
went off home whenever it struck their 
fancy and came back when they were 
ready, he learned to understand and 
to manage the peculiarly free and easy 
traits of that inchoate and _ loosely 
organized body of human beings, later 
to be known as the American people. 
Washington and the Declaration of 
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Independence were at the moment the 
only genuinely fusing forces in the 
population. 

Theodore Roosevelt was a great 
public leader because he was a great 
political craftsman. His genius, as I 
observed it when he was President, lay 
in his capacity to listen to a half dozen 
differing views upon a problem which 
he himself did not yet understand; 
and when the experts were through, he 
then knew which one of the various 
ideas was practical and would pass 
muster with the informed sentiment 
of the country. He took the Govern- 
ment of the United States out of a rut 
for the first time in a generation, and 
the country liked it. 


The Able and Useful Politician 


The able and useful type of politician 
is the man who persuades people to be- 
have like rational human beings when 
they are in danger of milling around 
like muddle-headed cattle, something 
that now and then happens in the 
best-regulated democracies. He under- 
stands the management of the gre- 
garious instinct in mankind. He has 
a peculiar sensitivity to the mental, and 
particularly to the emotional, processes 
of the popular mind. He knows how to 
mellow and mollify, if anybody can, the 
pressure groups, such as the news- 
papers, the financiers, the labor leaders, 
the veterans, the farmers. His is the 
task in a modern democracy of mould- 
ing these disparate and often hostile 
interests into something like mutual 
understanding. It is his business to 
refine and combine the two kinds of 
energies which are ever fighting for 
the mastery in a democracy—the ig- 
norance, the folly, the envy, the pas- 
sion, the prejudice and the self-interest 
on the one hand, and the virtue, 
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the kindliness and the idealism of the 
masses of the people on the other. 

The mind of the able politician js 
social laboratory. There he tests socja| 
experiments by his intuitive reactions. 
There are no laboratories for the socia| 
sciences in the sense that there are for 
the natural sciences. There is past 
experience, but that is no demonstra- 
tion of future experience, because too 
many social variables are constantly 
appearing. The changes going on all 
the time within the consciousness of a 
mighty, turbulent democracy such as 
we now have in America, the shifting 
of effective motives, the transitoriness 
of sentiment, the social forces on the 
march which are dimly forming and 
cannot be resisted, these the true type 
of politician detects and respects, even 
when he seeks to alter their course or 
clarify their objective, or perhaps at- 
tempts to thwart them altogether. 

It is in this field that the poli- 
tician completely overtops the aca- 
demic thinker upon public affairs. It is 
his awareness of new premises and of 
invincible psychological realities which 
leads him sharply to check up on the 
policies of the university expert, the 
advisory counselor or the member of a 
brain trust. For example, it was upon 
the rock of the inner feeling and bitter 
economic necessity of distraught man- 
kind that the successive agreements 
about reparations and war debts came 
to wreck. It was the sense of injustice 
in the breasts of German youth, faced 
with the black cloud of 62 years of 
economic despair, which produced Hit- 
ler instead of payments on account. 
Expertly well-wrought-out plans they 
were, but they paid little attention 
to the processes of human nature in 
vast populations. In the midst of 
many intricate devices proposed in 
Washington to create a rise in the price 
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we are obliged to remember 


that if schemes are framed without 
the divination of political genius, they 
are sure to fail. Whether it is the 
economic rule of supply and demand 
or the subtler psychological behavior 
of human nature in an emergency, if 
he rule or the trend is violated, there 
always remains the law of gravitation 
to -_ the schemes to earth. 

o far as it is necessary for us to go on 
employing the method of trial and error 
‘n the social process, and that is still 
likely to be for a good while, the politi- 
cian will continue to be a useful indivi- 
dual. He willevenchange his mind, and 
that is painful business, as every aca- 
demic person knows. In a changing 
world there is much to be said for sucha 
practical mental trait. So far as we 
can bring ourselves to provide in 
advance against our catastrophes and 
miseries, we shall find the predictive 
capacity of the true politician to be of 
inestimable advantage in determining 
what method of defense and adjustment 
will work, and what will not. In 
helping to bring the right thing to 
pass, there is nobody who can gauge 
so well the probable political behavior 


of masses of men. 
Services of the Political Machine 


Even in what we regard as the sub- 
merged areas of municipal politics, 
which have their foundations in graft 
and the spoils system, the politician 
and his organization perform indis- 
pensable services. In ordinary times 
as well as in critical times, the political 
machine in New York City or Boston 
or Philadelphia is busily finding em- 
ployment for those who are out of 
work, is feeding the hungry without 
ostentation, is maintaining the morale 
of the plain citizen in difficulty whose 
actual government seems to be far 
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away from him. There is an intimate 
friendliness about the neighborhood 
political clubhouse which, alas, govern- 
ment cannot match. It is true that 
warm shoes against the winter slush 
and happy picnics for the district are 
no fair shield for governmental in- 
competence and political exploitation 
and corruption. But it is also true 
that there are real human traits in 
these political organizations which are 
deep and true; and that is the reason, I 
take it, that the shifting masses of our 
metropolitan populations in the long 
run respond more naturally to the 
humanness of the machine than to the 
mechanical shortsightedness and cold 
efficiencies of reform governments. As 
a bulwark against proletarian revolu- 
tion in certain large cities of the United 
States, I put the politician and his 
organization at the head of the list. 
At least where he is in the flower of 
his control, men will never riot because 
they are hungry. 

There is another point. The large 
municipalities of the country have built 
up a complicated system of govern- 
ment. There are certain functions 
within their borders exercised by the 
Federal Government, certain by the 
states, certain by the counties, certain 
by the boroughs perhaps, certain by 
the municipal entities themselves. In 
the city of Chicago there are scores of 
independent local governments operat- 
ing within the limits of the city. There 
are boards of estimate and aldermen 
and sinking funds and taxes and assess- 
ments, and many more. In order to 
get effective government there must be 
a correlation in action, in planning, in 
progress. The parts must fit together 
and work reasonably smoothly, if the 
man on the street is to get anything 
out of it. For example, the plain 
citizen is interested in good health. 
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He wants the Federal Government to 
quarantine the plague cases in the port. 
He expects the municipality to inspect 
the milk. He depends upon the state 
to deal with river pollution. But it is 
the invisible politician, and he only, 
who establishes unity and coherence of 
protection for the common man. 

The government of the state and 
nation has become a vast, technical 
tangle of activities, necessarily admin- 
istered by bureaucratic competence or 
incompetence, as the case may be. 
But the contact of bureaucracy with 
the desires and ambitions, the hopes 
and the needs of the average man, no 
one supplies but the politician. That is 
practically one-half the task of the con- 
scientious member of Congress. The 
human relation of a genuine representa- 
tive with hundreds of his constituents is 
as intimate as that of the doctor, the 
lawyer, the priest or the minister. The 
taxpayers, the veterans, the immigra- 
tion derelicts, the citizens with business 
troubles, job-hunters and information 
seekers, not to mention the postmas- 
ters—the political representative in 
Congress has these groups always with 
him, sleeping or waking. 


Better Leaders Needed in Congress 


The Congress of the United States, 
made up largely of politicians, is some- 
times a very foolish body, but it is a 
true cross section of the American 
people. Its very faults and blunder- 
ings are the faults and blunderings of 
the American people. Its aspirations 
and ideals, its yearnings for a better 
economic and social order, are the 
yearnings, the aspirations and the 
ideals of the American people. It has 
given evidence of futility in the pres- 
ence of pressure groups and crises, but 
the way out in the long run in America, 
let us hope, is not through dictatorships 





within or without the Constitution. 
Pouring difficult and dangerous prob. 
lems into the lap of the President of 
the United States, in the hope that the 
zeal and toil of his advisory experts 
will prevent his being overwhelmed, j; 
not an inspiring sight. It is not the 
way of hope or courage or intelligence 
in the long run. The way out js 
through more and better politically 
and socially minded leaders in Congress, 
recruited especially from the young 
men and women to whom the country 
has given the higher training at great 
cost, looking appealingly to them to 
support this country with their intel- 
ligence and character in the hour of 
her need. Instead of contemptuously 
snifing at politicians and denouncing 
those who occupy positions of authority 
and power, we should look to them 
to give a fair portion of their energy, 
their time and their integrity to the 
development of political talent and 
genius in the rough and tumble reality 
of citizenship. The American peuple, 
their humorists, their editors, their 
critics, ought to teach the young men 
and women of the present generation 
that, next to enlisting in war in a great 
emergency, there is nothing more difh- 
cult or more important than enlisting 
and fighting in the public service. 

In my opinion there is no more 
alarming symptom in the American 
democracy than the tendency on every 
hand to point the finger of scorn at the 
Congress of the United States. ‘There 
is nothing which has had more certain 
effect in enfeebling that body, burdened 
as it is with complexity of problem 
and gravity of decision. If the senti- 
ment of millions at home is _ hostile 
to the army, the army must collapse. 
If the sentiment of the people at home 
is hostile to their public servants, con- 
sciously or unconsciously their public 
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-eryants cannot do their best. If the 
\merican people expected more from 
-he Congress of the United States, they 
| receive more. 

America never stood in greater need 
f exponents of social wisdom. Such 
sersons, | suppose, are university ex- 
oerts, and others. Also the country 
never stood in greater need of leaders 
with practical judgment and skill to 
put wisdom into action. Such per- 
sons in a democracy are and always will 
be politicians. And it is no easy job. 
In modern governments we have en- 
red upon the path of attempting 
1e deliberate direction of human af- 


fairs by conscious intelligence. ‘There 
no other way; certainly not for 
\merica, in spite of the contention of 


Burke and Disraeli that the reason 
* men is inadequate for any great 
political or social achievement. The 
tudy of recent social trends by Federal 
commission? indicates clearly enough 
that the only hope is in a new leader- 
ship of social wisdom. In that report 
we find abundant evidence, if it were 
‘ded, that the capitalist economic 
stem is collapsing under pressure 

| that problems of great variety and 
mplexity are upon us—the poverty 
the marginal farmer; the insecur- 
of wage earners; the perplexity 
consumers; the plight of the rail- 
vays; the speculative instability of 
he banking system; the failure of the 
iow of credit and purchasing power 
synchronize with the flow of pro- 
tion; the weakness and dishonesty 
the corporate structure; the chaos of 
nternational relations, communication 
ng peoples proceeding more speed- 
than the reorganization of goodwill; 

t strain and tension resulting from 
nanges in phases of national and world 
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economy at different rates of speed. 
Furthermore, there is no likelihood 
that the issues will grow less compli- 


cated with time. There is no evidence 
that the problems can be solved or 
even analyzed without technical knowl- 
edge of the highest order. 

Government is called upon to ease 
the tension, to lessen the strain, to 
mend the broken circuits, to stimulate 
social invention so that it may keep 
pace with mechanical invention. Pri- 
vate initiative and intelligence have 
failed. The quality of instruments of 
government is imperfect. Above all 
there still remains in the American 
population a dangerous amount of 
heterogeneity, unintelligence, inertia, 
indifference. Inventive social ideas are 
notenough. ‘They are valueless except 
when combined with knowledge of the 
principles and practice of political 
navigation. None can pilot the Ship 
of State in such mounting seas except 
those possessed of the highest type of 
political talent and genius. But the 
attitude of public opinion is hostile 
to the normal functioning of such 
individuals, highly unfavorable to the 
breeding or training of the kind of 
leaders we need most. ‘The traditional 
ill-repute of the politician is so firmly 
fixed in the popular mind that it is 
difficult to secure the enlistment of the 
most intelligent and the ablest. 


Experts in Government 


Democracy is in trouble. Other 
forms of government like fascism or 
bolshevism look like temporary ex- 
pedients, useful though they may be 
in their place and time. The only 
way out appears to be through a better 
government by better politicians, sup- 
ported by a better quality of trained 
intelligence. And let me now speak 
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up for the expert. It is very evident 
that I put the politician ahead of him. 
The place of the expert, as somebody 
has said, is “‘on tap and not on top.” 
The university expert who has not 
associated much with politicians is a 
dangerous person in public affairs, but 
he learns a great deal from association 
with politicians. He learns that it is 
one thing to spawn ideas and another 
thing to keep them alive and potent. 
He learns that the field of theory may 
be on a different planet from the field 
of reality. He learns that it is one 
thing to invent a political policy and 
another thing to make Congress or the 
country believe in it or vote for it. 
The expert learns from the politician 
that he must keep his premises up to 
date. The consent of the governed 
is no more an infallible political prin- 
ciple than the theory that all men 
everywhere follow the line of their 
own self-interest is an infallible eco- 
nomic principle. The politician must 
deal constantly with social variables. 
Sometimes the expert learns that, too. 

When he is able to find his way 
around in public affairs, it is true that 
the university expert is able to furnish 
a rich background of fertile and alterna- 
tive suggestions to the politician. For 
example, the politician could never 
interpret and discuss the gold and 
credit and price-level problem without 
the expert at his ear. The politician 
would be quite out of his depth in the 
midst of the agenda of the world eco- 
nomic conference without the self-same 
life preserver buoying him up. So it 
boils down to the point that good 
experts can make good ammunition, 
but it is the politician who shoots it 
and knows when. The politician takes 
dough from the expert, but if it ever 
becomes well-baked bread, it will be in 
the politician’s oven. 


Business leaders are constantly being 
importuned to be more active in the 
political field. It is important that 
they should be, but they have equally 
to remember with the academic expert 
that business acumen and_ political 
skill are quite different characteristics. 
Business men in political affairs may 
fail because they may not possess, or 
even succeed in developing, this par- 
ticular political skill. They may have 
neither the indirect technique nor the 
camaraderie of the politician. Unless 
they, too, have come along the path 
of a reasonable amount of everyday 
political experience, they are pretty 
certain to get into hot water unless 
escorted about by a lieutenant who does 
understand political human nature. 

Having thus prepared the way, | 
hasten to say that day-by-day govern- 
ment at Washington would be paralyzed 
without the expert. There are ten 
thousand civil-service positions scat- 
tered throughout the departments of 
the Federal Government which are 
nearly all filled by college and uni- 
versity men and women—medical ex- 
perts, legal experts, engineering experts, 
chemists, physicists, biologists, econo- 
mists. Of course the range and quality 
of the civil service of the United States 
does not approach that of England. 
For example, after the British politica! 
revolution of 1924, when the Labor 
party came into power, I am informed 
that the shift in personnel was less than 
a hundred persons in the British Gov- 
ernment. When it becomes strategi- 
cally safe in Washington to distribute 
the patronage following the political 
revolution of 1932, it will be a miracle 
of grace if there are not tens of thou- 
sands of changes entirely outside the 
limited range of the civil service. Un- 
fortunately that is likely to be true 
in this country, no matter which 
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arty happens to profit by a political 
revolution. 

The houses of Congress gingerly em- 
sloy the expert. Of course Congress 
has an excellent staff of legislative 
draftsmen. But at the most important 
ooint of testimony-taking before com- 
mittees, there is a curious futility. 
The committee advertises a hearing 
upon an important measure and opens 
it wide to all who come. Those who 
have especial interest on one side or the 
other appear and overwhelm the com- 
mittee with statistical tables and reams 
of alleged information and ex parte 
material. The umiversity expert is 
heard if he is interested enough to 
appear, and occasionally he is sent for, 
but he is usually under the suspicion 
of some member of the committee as 
having been planted for a purpose. 
Far better results would be obtained, I 
think, if the committees of Congress 
themselves habitually called in trained 
university experts, from various fields, 
whenever needed, and paid them from 
contingent appropriations. ‘These ex- 
perts might well meet in advance of the 
hearings, in executive session with the 
committees, to aid in marking the 
bounds of usefulinquiry. There is now 
a vast waste of time and energy in 
excursions far afield. It would be good 
practice, I think, if these experts called 
by the committee were to sit through- 
ut the hearings and listen to the 
testimony, master it, help to evaluate 
it, and interpret it finally in executive 
session with the committee. Such a 
ise of experts would be more helpful 
to Congress than the system which 
now prevails. 

There is a feeling in this country that 
advisory commissions appointed by 
executive or legislature are likely to be 
unproductive. If there were a better 
tradition, like the tradition which sup- 
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ports the British Royal Commission, 
the plan would be less objectionable. 
When the Government of England asks 
the King to appoint a Royal Commis- 
sion, it is practically the delegation of 
the matter to arbitration—the relation 
at least borders upon the arbitrative— 
and the Government is bound to take 
favorable notice of the report. This 
tradition about it is generally accepted 
in English political thought. Of course 
it is not so in this country because we 
have no fixed nonpolitical authority like 
a king. Without some such tradition, 
the expert member of a commission in 
this country often finds himself in an 
unpleasant dilemma. Before he knows 
it he is in danger of becoming a tame 
expert, chained to the person of the 
executive who appointed the com- 
mission or to the majority-party or- 
ganization in the legislature. The 
self-respecting individual finds himself 
unable to accept this relationship and 
is driven either to run the commission 
or write his own report. A commission 
of this kind must be free from political 
pressure or its purpose fails. 

It requires some refinement of method 
to fit the university expert into the 
structure of American Government, 
but, nevertheless, his service is indis- 
pensable. Ina world increasingly dom- 
inated by economic and technological 
methods and forces, there is no getting 
on without his trained intelligence. 
The passions and imaginations of men 
still startle us in political crises with 
bursts of instinctive power, but they 
are far less sure-footed than they were 
in simpler times with simpler issues. 


Popular Government in the Last 25 Years 


If the question were asked whether 
popular government on the whole has 
grown stronger and more effective in 
the last 25 years in the United States, 
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I do not think it could be answered 
whole-heartedly in the affirmative. A 
good deal of democratization of society 
is clear enough. Dress and fashion are 
for all, or nearly all. They no longer 
establish a line of demarcation between 
economic classes. Public education is 
for all, although we are by no means 
sure that public education is what it 
ought to be. The motor car, the mov- 
ing picture, the radio are for all. But 
of democracy as a way of government, 
not so much that is favorable can be 
said. 

Twenty-five years ago we entered 
upon a crusade to break the politician 
and the party machine. They had 
developed forms of autocracy and rela- 
tions with corporate wealth which were 
obnoxious to the American people. 
We established the direct primary, not 
as a far-sighted student of government 
like ex-Governor Hughes of New York 
would have had us do it, with organized 
leadership at the heart of it, but in a 
heedless and irresponsible form. We 
were through with politicians and bosses 
and machine managers who had led us 
astray and left us in the wilderness. 
We sought to strip political parties and 
political organizations of their power. 
We idealized the common man in the 
direct primary. We assumed that he 
would do right under all conditions, 
that he would show himself unselfish, 
unprejudiced, unbiased. It is difficult 
to conceive that the popular primary 
will ever be taken away from the com- 
mon man. No power of that sort, once 
granted, is ever withdrawn. Some- 
times the common man has made good 
use of it. But having learned the 
trick of popular organization, he has 
more or less left the direct primary to 
shift for itself or to be run by the 
politician behind the scenes, and has 
gone off to form blocs and willful 





minorities and pressure groups to cop. 
found representative popular govern. 
ment and to land it in a political morass. 

The American people have been 
startled at the ineffectiveness of thei; 
Congress in recent emergencies. The 
houses of Congress themselves have 
recognized their own helplessness and 
have delivered their authority to the 
executive to exercise for them. There 
are, I think, two outstanding causes of 
the present weakness of congressional 
government in Washington. The first, 
of course, is the presence of widely 
heterogeneous elements in the popula- 
tion itself, as well as diverse sectional 
backgrounds and interests. Represent- 
atives in Congress are dependent for 
their political lives upon the diverse 
and heterogeneous temperaments and 
sentiments of their own districts. Out 
of such extreme divergence of viewpoint 
upon many questions, it is hard to get 
a national program even in time of 
dangerous stress and strain. 

The other cause of the present weak- 
ness of Congress is the influence of 
pressure groups which are no longer 
secret lobbies of the old order, but open 
organizations of men and women out t 
punish any Representative who opposes 
the particular special interest of their 
own enthusiasm and desire. The num- 
ber of these open associations, which 
are bent on ending the career of mem- 
bers of Congress whom they cannot 
control on some one issue, is large and 
increasing. ‘The most independent and 
far-sighted Representatives from the 
standpoint of the nation are most 
exposed to the ravages of these pressure 
groups. 

I do not believe that the effective 
corrective of this growing menace * 
American nationality and liberty is t 
be found in the movement, which is 
now going on apace, to organize pres- 
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ure groups on the other side of these 
ssyes to do battle with their adversaries 
for the voting bodies and souls of their 
elected Representatives. The transfer 
‘ the field of political conflict to this 
extra-legal area of voluntary associa- 
tions pitted against each other, will not, 
‘t seems to me, help the Government or 
the country, but will make confusion 


worse con founded. 


Encouraging the Practice of Politics 


We must come back to the business of 
strengthening and improving the genus 
politician. He is the man who knows 
how ina democracy. Only there must 
be more of him, possessed of higher 
intellectual and moral quality than at 
present. Hecan make democracy work 
and nobody else can. In order to 


widen the field of selection of the 


politician, there must be many thou- 
sands of recruits from the younger 
citizenship who, as a part of their regu- 
lar and ordinary lives, begin the prac- 


tice of politics at the grass roots. 

Many persons have learned to be 
politicians by seeking office. . That is a 
good method of finding out whether 
a man or woman has political intuition, 
but it is economically a hazardous way 
the individual can afford it. 
Politicians are of little use to the 

untry unless they are willing occa- 
sionally to lose elections for their own 
convictions. But there must be at 
least a willingness to set aside a reason- 
able portion of one’s time to learn to 
practice the political process, to gain, as 
Oliver says: 


unless 


an understanding sympathy with one’s 
fellow creatures, to mix and fight and 
iraternize with all sorts and conditions of 
men, to have the good fortune to meet 
people face to face whose opinions you 

bhor, and be buffetted by them, and give 

s good as you get, and know how to take 
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It is in this rough and tumble that 
politicians are made. When they are 
made and have the right quality, they 
can do swiftly for the country more 
than the clash of pressure groups can 
ever accomplish. They can establish 
personal loyalties which will mellow 
and melt even racial heterogeneity into 
national unity. For what is politics 
but courage and common sense and the 
capacity to understand people, to har- 
monize and compromise, and yet have 
strength of character enough to stick 
to what you believe is right for the 
community and the country? 

You may win very little appreciation 
and you are sure to win almost no 
gratitude, but there is nothing com- 
parable with it as a field of potent 
endeavor for one’s country and man- 
kind. The chief reason, next to soft- 
ness of fiber, that far larger numbers of 
the young men and women of the 
country do not employ their energies 
in this field, and that the best brains 
of the country are not enlisted in its 
political defense, is the almost universal 
and shameless denunciation of public 
servants in America, which has made it 
impossible for the right tradition to 
grow. 

Once more, a supporting comment 
from Oliver: 


Politics is the most hazardous of all 
professions. There is not another in 
which a man can hope to do so much good 
to his fellow creatures, neither is there any 
in which by a mere loss of nerve he may 
do such widespread harm, nor is there 
another in which he may so easily lose his 
own soul, nor is there another in which a 
positive and strict veracity is so difficult. 
But danger is the inseparable companion 
of honor. With all the temptations and 
degradations that beset it, politics is still 
the noblest career that any man can choose. 











OUR OUTDATED ACCOUNTING 


By WILLIAM 


O one disputes the statement that 
N among the causes of the crash of 
1929 was the speculation preced- 
ing it. Sufficient emphasis has not 
been placed, however, on the fact that 
that speculation was carried on largely 
by people who were buying a pig in a 
poke, or were hoping to sell in a poke a 
pig that they knew something about. 
So far as the general public was con- 
cerned, all the pigs were in pokes; and 
even for the professional dealers in 
pigs the pokes were not more than half 
transparent. The fact is simply that, 
for a large proportion of the corpora- 
tions whose securities are on the mar- 
ket, it is safe to say not only that the 
reports do not disclose the facts which 
the investing public should know, but 
that their accounts, in their own ac- 
counting departments, do not present 
the full truth. 

The enlightened reader of corpora- 
tion accounts commonly uses, and tries 
to interpret with regard to his own 
special interest in the affairs of a com- 
pany, three of its statements: balance 
sheet, income sheet, and statement of 
changes in surplus. In the reports of 
many companies some important items 
on one or more of these statements are 
likely to be clouded with uncertainty, 
even for the expert reader. Sometimes 
all these statements contain crucial 
items that are well-nigh meaningless, 
and often this results from accounting 
methods which are not adapted to the 
situations involved. 


General Considerations 


Briefly the three statements men- 
tioned above may be said to have func- 
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tions as follows: the balance sheet, to 
show condition as of a definite time: 
the income sheet, to show the summary 
of operations within the scope of the 
corporation’s normal field of activity, 
with the resulting income or loss for a 
recent period; the statement of changes 
in surplus, to show the cause of changes 
in stockholders’ interests produced by 
other things than those shown in the 
income sheet. ‘These three statements 
are often supplemented by others, 
explaining changes or details not falling 
properly within any of the categories 
just named. 

It is necessary at the start to realize 
that many accounting figures are the 
result of recognizing not an observable 
fact or a measurable result, but a 
condition, respecting values, that per- 
haps half a dozen equally competent 
people would express in half a dozen 
different ways, not in form only but in 
content. In other words, accounting 
is at least as much concerned with 
matters of judgment, regarding things 
that cannot be weighed and measured 
and tested in the market place, as it is 
with calculables. The criticisms about 
to be made on current accounting prac- 
tice do not relate to these matters of 
judgment, where differences are bound 
to arise because of the different weights 
given different factors by different 
accountants, all using the same general 
accounting principle, but these crit- 
icisms are concerned with the principles 
themselves. In many instances the 
accountants have felt themselves help- 
less because the law has allowed, even 
encouraged, misleading accounting, and 
operating or financial executives have 
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taken advantage of the law. We are 
here engaged solely in examining cer- 
rain common accounting practices with 

)» immediate concern about the re- 
sponsibility for them. 

' Another fact must be observed at the 
start. Itis often forgotten, yet neglect 
of it has led to some of our bad account- 
ing. It is, what to most of us is obvi- 
ous, that nothing written into books of 
account or published in reports can 
alter the actual facts of business. Yet 
one often hears a statement that carries 
by implication the thought that “if we 
put it into the accounts in this fashion, 
we shall have a profit.” Profits and 
losses are not made in books of ac- 
count; and any way of stating things in 
the books, or in a report, that turns 
what by natural, truthful accounting 
would be a loss into a profit is bad 
accounting. The mere fact that an 
alternative way of stating a thing con- 
verts a loss into a profit is positive proof 
that one of the alternatives is wrong, 
for the facts cannot give the alternative 
of profit or loss. 

One other simple statement remains 
to be made: accounts can tell the truth, 
the whole truth, and nothing but the 
truth—as far as the truth itself is 
knowable. 


A Study of Capital Stock Accounts 


We must confine ourselves to a few 
items commonly shown in reports of 
corporations, and we may well begin 
with what must be historically the 
oldest account (other than those that 
are merely preparatory to starting) of 
any particular company—that repre- 
senting its capital. 

lt would be helpful if actual cases 
could be cited to illustrate the wide 
difference in circumstances which under 
current accounting practice would give 
rise to an identical balance sheet; but 
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that cannot be done, for the simple 
reason (and only for that reason) that 
probably no actual pair of cases would 
give us quite the same figures for a 
whole balance sheet, much less the large 
number of cases that we shall need. 
We must, therefore, use hypothetical 
figures, but we shall use only items that 
correspond with actual cases, most of 
which could be found duplicated again 
and again. Here is a balance sheet, 
much condensed by the summarization 
of details: 


Assets..... $575,000 Liabilities.... $100,000 
Capital Stock 400,000 

Surplus...... 75,000 

$575,000 $575,000 


Case I. The company issued 4,000 
shares of stock, par value $100, at par; 
and its operations, under which it 
incurred liabilities of $100,000 still 
unpaid, resulted in profits of $115,000, 
from which it paid dividends of 10%, 
$40,000, leaving a surplus of $75,000. 
This is a perfectly straight case, with 
perfectly straight accounting. It is 
assumed that the assets and liabilities 
are actually reported in sufficient detail, 
but combined here for simplicity. The 
only criticism fitting is that the surplus 
might well be designated as “earned,” 
and that somewhere, perhaps in a foot- 
note, the par of the stock might be 
indicated. 

Case II. This company issued its 
stock, with a par of $100, at an average 
premium of $18.75. Its operations 
resulted in no profit or loss. The 
premium on its stock was credited to 
surplus at the time the stock was 
issued. The contrast with the com- 
pany of Case I is important, but the 
balance sheets give not the slightest 
hint of that contrast, for they are iden- 
tical. The surplus of this company 
could well be labeled, on the books as 
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well as on the balance sheet, as pre- 
mium, in contrast with the suggestion, 
for the other company, of earned sur- 
plus. It should be noted that, in 
essence, the only difference between the 
capital-stock account and the surplus 
here is that the former represents own- 
ership certified by pieces of paper 
(stock certificates) having imprinted on 
them in aggregate the amount of $400,- 
ooo, and that the latter is not repre- 
sented directly by anything; it is an 
undivided interest going along with the 
other. Yet the surplus account as 
truly represents capital, investment, 
original ownership of assets, as does the 
capital-stock account. 

Case III. The stock had no par 
value and was issued at an average of 
$5.9334 a share, of which, on the 
80,000 shares issued, $5 was designated 
as the “‘stated value,” as legally allow- 
able under most no-par stock laws, 
credited to capital stock, and the rest 
was credited to surplus. It made 
profits of $3 a share, and paid dividends 
of that amount. As a matter of fact, 
the number of shares of stock would be 
indicated, usually in parenthesis follow- 
ing the title. Obviously, here, the 
surplus should be designated as capital 
surplus, or invested surplus. It can 
hardly be premium surplus on stock 
having no par. It is interesting to 
observe that in essence the surplus 
here is identical with that of Case II, 
except that it is even less distinguish- 
able from capital stock. There the 
distinction lay entirely in the fact 
that capital stock was represented 
by certificates bearing the amount 
named; here even that distinction dis- 
appears, for the “stated” value is 
stated nowhere except in the records 
themselves. 


Case IV. 


No-par stock was issued 


for $10 a share, to the extent of 50,000 


shares, and given a stated value of gg 
Operating losses of $25,000 were syj. 
fered. The excess of the price received 
at the issue of the stock above the 
stated value, $100,000, was credited 
to surplus, and then the operating 
loss of $25,000 was charged against 
that surplus, leaving a balance of 
$75,000. Contrast this with Case | 
and Case III, which have the identica| 
balance sheet. Here the only enlight- 
ening form for the balance sheet would 
give on the right side capital surplus, or 
invested surplus, $100,000, and operat- 
ing deficit, on the other, $25,000. 

Case V. This company issued 50,000 
shares of no-par stock at $5 a share 
and gave it a stated value of $5. It 
made large profits of $300,000, paid 
dividends of $75,000, carried $150,000 
of its profits to its capital stock account 
(raising the stated value of its stock to 
$8 a share), and carried the rest of its 
profits to surplus. Contrast this with 
Case IV. Obviously, here, the only 
way to make the balance sheet enlight- 
ening would be to recast the right-hand 
side, showing the following: 


EEE ERE Oe Fee $100,000 
Prey TF 250,000 
errr err 225,000 

$575 ,000 


Case VI. Here we get a new situa- 
tion, fortunately not so common as 
the others, but allowable by statute. 
The stock was issued at $15 a share, 
but given a stated value, for the 
50,000 shares, of $5 each. This gave 
originally capital stock of $250,000 
and surplus of $500,000. Operating 
losses were $125,000, and yet a dividend 
of $3 a share was declared. ‘The 
losses and the dividend reduced the 
surplus by $275,000, to $225,000, and 
then $150,000 of that was transferred 
to capital stock, by raising the stated 
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value to $8. Yet we have the identical 

balance sheet that we get in the other 

-ases. An enlightening balance sheet 
this case must necessarily be at 

least something akin to the following: 

ts . $575,000 Liabilities 

erating Deficit.. 125,000 Invested Capital. 750,000 

~— 150,000 
$850,000 $850,000 


Case VII. No-par stock, 50,000 
shares, was issued at $12 per share, 
with a stated value of $10. There 
was an operating loss of $15,000. In 
order to improve the position of the 


To the accounting method of this 
last case another serious objection 
may be raised. Since our immediate 
interest is with accounting for invest- 
ment, this will be discussed later. It 
may be well, however, in order to get 
a summary view of the contrasts that 
we have just seen consistent with a 
single balance sheet, to observe these 
cases in Table I. 

It would have been easy to pick 
out illustrations more extreme, but 
these suggest the fact that when mod- 


Taste | 
(In thousands of dollars) 





Investment 
Profit 


Operating Operating Dividends Dividends Writing Down 


from Profits | from Capital Assets 





$400 $115 
iT 475 
iif 475 
IV 500 
V 250 
VI 750 
VII 600 














$ 40 


$110 














business in the competitive market, it 
desired to reduce its heavy depreciation 
charges for the use of equipment, and 
so wrote down its plant by $110,000, 
riginal cost of assets, $685,000) 
taking in one fell swoop charges that 
normally would have been absorbed 
through future product. This worked 
it as follows: original credit to the cap- 
ital-stock account, $500,000, and to sur- 
plus, $100,000; of the operating losses 
$15,000) and write-down ($110,000), a 
total of $125,000, $100,000 was charged 
to capital stock (giving stated value 
of $8), reducing it to $400,000, and 
$25,000 was charged to surplus. No 
balance sheet could be really enlight- 
ening here unless it gave virtually the 
tollowing: 
Asset . $575,000 Liabilities........ $100,000 
rom Reval- Invested Surplus. too‘ooo 

f Plant 110,000 
$700,000 $700,000 


ern accepted accounting practice gives 
identical balance sheets for these seven 
cases, balance sheets do not tell what 
has become of invested capital. 


Purpose of the Balance Sheet 


It is easy to say, as some do, that 
the purpose of the balance sheet is 
not to tell history, but to show the 
present status of a company. The 
place to find history, we are told, is in 
the records of the past—past balance 
sheets, past income sheets, etc.—for 
the balance sheet is but an instan- 
taneous photograph of the business 
at a moment of time and does not 
profess to tell how the business got 
into the situation pictured. That the- 
ory of the balance sheet needs examina- 
tion. Assets can get into a business 
from three sources only, investment, 
borrowing, profit—though specific as- 
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sets may arise from exchange for other 
previously-held assets, often creating 
profit included above. ‘Then the assets 
of a business at any moment of time are 
of three categories, as a matter of fact, 
for that moment of time. What, for 
example, are the facts of Case V, true at 
the moment for which the balance sheet 
was drawn? ‘That the assets consist of 
$250,000 invested, $100,000 borrowed, 
and $225,000 earned. What are the 
present facts of Case VI? That of the 
$750,000 invested, only $475,000 re- 
mains at present, because $125,000 has 
been lost by operations and $150,000 
was returned to investors as dividends. 
That is a present fact, for it tells 
what now is the status of the invest- 
ment. To put this in another way, 
investment never ceases to be a part 
of current facts, for it is the foundation 
of the business. 

The common failure to recognize 
this may be due to the careless way 
in which stock issue is often mentioned 
—as often careless speech leads to 
careless thinking. A new issue of stock 
is often spoken of as “sold,” as if the 
corporation were exchanging one asset 
for another, or issuing an obligation. 
That, of course, is not true. One 
cannot sell what did not exist before 
it was sold. Only treasury or donated 
stock can be sold. A new issue repre- 
sents an investment on the part of 
the stockholder, and that is a funda- 
mental fact about the corporation until 
the investor takes out his investment as 
such. 

The trust-fund theory of corporate 
capital has largely gone into the dis- 
card. One result is a playing fast and 
loose with stockholders’ money by 
executives and directors. The remedy 


is to treat investment as a fundamental 
fact, never mere ancient history. Ex- 
ecutives, especially those who have 


taken charge of a business after unto- 
ward happenings occurred, are naty- 
rally loth to report year after year 
discouraging events that happened prior 
to their regimes. “Let the dead past 
bury its dead,” is their natural motto. 
The present-day tendency is to bury 
not only the corpse but the grave- 
stone as well. Against that, account- 
ing should protest. It is possible to 
show the facts fully, by ordinary 
bookkeeping methods, as has been 
indicated for each case discussed above. 


The Double-account Balance Sheet 


Fortunately there is an accounting 
device, hardly ever used in this country, 
that enables the gravestone to remain 
more prominently above ground while 
the corpse remains peacefully below. 
This is the so-called double-account 
balance sheet—which, by the way, is 
no more and no less double-entry than 
the common type of balance sheet. By 
this, a fundamental! distinction is made 
between permanent assets and _lia- 
bilities, on one hand, and current 
items on the other, not merely by 
classification in the single balance sheet, 
but by the presentation of two balance 
sheets. It goes on the principle that 
accountability for investment never 
disappears; it is just as permanent as 
the company itself. The first of the 
two balance sheets, the capital balance 
sheet, shows what has been invested 
in the company, on one hand, and 
what has become of that investment, on 
the other. Obviously, in a new com- 
pany a part of the investment is 
required for working capital. The cap- 
ital balance sheet for such a situation 
shows on one side the total investment, 
and on the other the permanent or 
fixed assets, with a balance carried 
down to the current balance sheet. A 
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company that has “ploughed in” a 
part of its profits by investing them in 
eased plant will show an excess of 
fxed assets over investment, and the 
balance, or excess of fixed assets over 
-nvestment, shows as a balance originat- 
ing in things represented by accounts on 
the current balance sheet. A company 
that has suffered losses of capital 
otherwise than by operations (by extra- 
ordinary fire or shipwreck, for example, 
when there is good reason for not 
treating these as operating costs) shows 
a deficit on the capital balance sheet, 
but may show a surplus on its current 
balance sheet. 

Now observe the seve .: cases discussed 
above as they would be reported under 
this system, assuming that the fixed 


incr 


assets (plant and permanent invest- 
ments) amount ‘. $450,000, and current 
assets (cash, receivables, inventories, 


etc.) amount to $125,000. 


Tas__e II 


2 Case I 
CapiItTaL BALANCE SHEET 


Fixed Assets...... $450,000 Capital Stock 


($100 Par)..... $400,000 
Balance from Cur- 

rent Balance 

ee 50,000 


$450,000 $450,000 


CURRENT BALANCE SHEET 


Current Assets.... $125,000 Liabilities........ $100,000 
Balance to Capital Earned Surplus... 75,000 
Balance Sheet 50,000 


$175,000 $175,000 


Case Il 
CaPITAL BALANCE SHEET 
Pixed Assets. .. $450,000 Capital Stock 
Balance to Current ($100 Par). $400,000 
Balance Sheet... 25,000 Premium Surplus. 75,000 


$475,000 $475,000 
oe a 7 


CuRRENT BALANCE SHEET 


Current Assets.... $125,000 Liabilities........ $100,000 
Balance from Cap- 
ital Balance 

rrr 25,000 


$125,000 $125,000 
ptt Ph poit Phas 


Case III 
CAPITAL BALANCE SHEET 
4 x ssets...... $450,000 Capital Stock 
Current (80,000 shares). $400,000 
4 Sheet 25,000 Invested Surplus. 75,000 


$475,000 $475,000 
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Case 11 1—(continued). 
CuRRENT BALANCE SHEET 
Current Assets.... $125,000 Liabilities. 
Balance from Cap- 
ital Balance 


iccasccn wa 


$125,000 


Case IV 
CAPITAL BALANCE SHEET 


Fixed Assets...... $450,000 Capital Stock 

Balance to Current (50,000 shares) . 
Balance Sheet... 50,000 Invested Surplus. 

$500,000 


CURRENT BALANCE SHEET 


$125,000 Liabilities. . 
25,000 Balance from Cap- 
ital Balance 
Spee 


Current Assets.... 
Operating Deficit. . 


$150,000 
ee 


eV 
CaPITAL BALANCE SHEET 
Fixed Assets...... $450,000 Capital Stock 
‘se, 000 shares) . 
Balance from Cur- 
rent Balance 
OS ee 


$450,000 


CURRENT BALANCE SHEET 


Current Assets.... $125,000 ae Pedic 
Balance to Capital bay Stock (ad- 
Balance Sheet... 200,000 itional stated 
value from 

Earned Surplus) 

Earned Surplus. . 


$325,000 
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$100,000 


25,000 


$125,000 


$400,000 
100,000 


$500,000 


. $100,000 


50,000 


$150,000 


$250,000 


200 ,000 


$450,000 


$100,000 


150,000 
75,000 


$325,000 





Case VI 
CAPITAL BALANCE SHEET 
Fixed Assets...... $450,000 Capital Stock 
Balance to Current (50,000 mane. $250,000 
Balance Sheet... 300,000 Capital tock 
from Invested 
ee 150,000 
Invested — 
$500,000, _ less: 
transferred to 
Capital Stock, 
$150,000 350,000 
$750,000 $750,000 
CURRENT BALANCE SHEET 
Current Assets.... $125,000 Liabilities........ $100,000 
Operating Deficit. . 125,000 Balance from Cap- 
Deficit from Divi- ital Balance 
RE Adwaeends 150,000 er Re 300,000 
$400,000 $400,000 
Case VII 
CAPITAL BALANCE SHEET 
Fixed Assets. ..... $450,000 Capital Stock 
Balance to Current (50,000 shares). $500,000 
Invested Surplus. 100,000 


Balance Sheet... 150,000 
$600 ,000 


CURRENT BALANCE SHEET 


Current Assets.... $125,000 Liabilities........ 

Operating Deficit. . 15,000 Balance from Cap- 

Deficit from Reval- ital Balance 
uation of Fixed Sheet..... 
pS Oe Cree 110,000 


$250,000 
PR teak ddl tee 


$600,000 
p neal Bont 


$100,000 


150,000 





$250,000 
la dd Tones 
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In this last case objection may still 
be taken to the treatment of the 
write-down, but this form is preferable 
to that shown first. The treatment of 
these cases is made with the realization 
that the double-account balance sheet 
treats investment, in an accounting 
point of view, as sacrosanct, no more 
to be obliterated than the foundations 
of a building, lest the accounting 
structure totter. 

In every case an item “balance” 
on the credit side of the capital balance 
sheet carried to the current balance 
sheet, and the corresponding item on 
the debit side of the current balance 
sheet, means that the capital balance 
sheet contains items (fixed assets) orig- 
inating not in investment but in profits, 
and the current balance sheet does not 
show all the assets which operations 
have credit for, because part of them 
are on the other sheet. Conversely, a 
debit item “balance” on the capital 
balance sheet carried to the current 
balance sheet, with the corresponding 
item on the credit side of the current 
balance sheet, means on the capital 
balance sheet that a part of the assets 
raised by investment are in the form 
of current items, and on the current 
balance sheet that current business is 
liable for sums provided by investment. 

Issues of bonds and other permanent 
obligations, of course, appear on the lia- 
bility side of the capital balance sheet, 
and the permanent assets acquired 
match them if the funds raised have 
been so invested. If not, because the 
borrowings have provided current funds, 
of course the capital balance sheet will 
have a debit “‘ balance” item, represent- 
ing assets shown on the other sheet. 

It will be observed that under this 
method of accounting it is feasible to 
make a fresh start at any time without 
hiding any facts of the old regime. If, 


for example, the losses of Case VI were 
under an old management, or unde; 
conditions that have been superseded, 
so that it is fair to consider the old 
losses as depletions of capital uncon. 
nected with the new business (by: 
presumably hampering it through re- 
duction of assets), the full truth could 
be told without casting any reflections 
on the new business. The balance 
sheets in that case would be as follows: 


Case VI 
CapiTaL BALANCE SHEET 
Fixed Assets...... $450,000 Capital Stock 
Deficit from Divi- 50,000 shares). $250, 000 
dends (date).... 150,000 Capital Stock 











Operating Deficit rom Invested 
Prior to 1/1/33.. 125,000 Surplus........ 150,000 
Balance to Current Invested Surplus 
Balance Sheet... 25,000 $500,000 
Less: Transfer 
$150,000 350, 000 
$750,000 $750,000 
SE = ee 
CuRRENT BALANCE SHEET 
Current Assets.... $125,000 Liabilities........ $100,000 
alance from Cap- 
ital Balance 
Bs caaxekss 25,000 
$125,000 $125,000 


From that point on, the new regime 
would have a fair showing. All it 
need be responsible for is the use of the 
assets inherited from the old regime; 
namely, the fixed assets, plus the 
balance brought down from the capital 
balance sheet, as shown by the credit 
side of the current balance sheet. The 
old deficits are buried, but the resting 
place is marked, as it should be. 

In the accounts themselves, on the 
books of the company, the ultimate 
destination of items upon two balance 
sheets instead of one would be recog- 
nized, of course, by the accountants, 
but the necessary departures from usual 
practice would be slight and they would 
introduce no complications. 

In practice, the double-account bal- 
ance sheet is not quite so simple as 
this, of course, but neither is the 
ordinary balance sheet. Fixed assets 
are commonly not only much sub- 
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‘n the accounts and on balance 
That is, 


is adopted, they are reported 


new has been absorbed into costs (as 
depreciation) against the time when 


+r 


jose assets 


will be deemed to be 


exhausted (recognizing a possible scrap 


vv 


yal 


-. The methods of accomplish- 


ing that result are many, and some of 
them are open to serious criticism. 
Qur object just now is to observe the 
effect on the double-account balance 


sneet. 


ry 


We shall later turn to the other 


+tear 
LCI. 


The Depreciation Item 


Two methods of reporting deprecia- 
n are common. 


One shows the gross 


fixed assets on the asset side of the 


Clal 


fixed 


the business 
ther sense, this is a mere mathe- 
ical deduction from assets, due to 


balance sheet, and the accrued depre- 
ion on the other, as if it were a 
bility. In one sense the depreciation 
a liability—a borrowing of fixed 
assets by the operations of the past, 
hrough wear, tear, and obsolescence, 


be ultimately replaced 
is to continue. In 


must 


fact that the fixed assets are 


orted on the assets side at an exag- 
rated value, for 


which allowance 
be made; and naturally, being 


ieduction, it is reported on the other 


{ the balance sheet. Many cor- 


‘ations, on the other hand, show the 


assets on the asset side of the 


balance sheet at the gross figure, and 
then at once, on that side, deduct 
the allowance for accrued depreciation, 

wing the net only as a part of the 


al total of assets. 
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Under the double-account system 
this last method could hardly be nor- 
mally applied. Depreciation is nor- 
mally an operating cost, and therefore 
accrued depreciation due to operations 
belongs on the current balance sheet, 
representing the fact that inroads have 
been made on fixed assets by operations 
(and if the assets were put in to assist 
current operations, the mere elapsing 
of the time for which the assets would 
last is a charge against the operations 
of that time); but the fixed assets 
belong on the capital part of the balance 
sheet. If then, in our Case III, for 
example, the fixed assets, listed on our 
previous balance sheets at $450,000, 
had cost $525,000, the accrued depre- 
ciation would be $75,000, and our two 
balance sheets would be as follows: 


Case III 
CapITAL BALANCE SHEET 


. $525,000 Capital Stock 


Fixed Assets. ... 
(80,000 shares). $400,000 


Invested Surplus. 75,000 
Balance to Cur- 

rent Balance 

SEY suteeues 50,000 


$525,000 $525,000 


CURRENT BALANCE SHEET 


Current Assets.... $125,000 Liabilities..... . $100,000 

Balance from Capi- Allowance __ for 
tal Balance Sheet 50,000 Depreciation... 75,000 
$175,000 $175,000 


This allowance would be a borrowing 
by the current balance sheet of value 
from the other. 

Again we may observe that this 
system enables us to make a fresh 
start whenever we are logically entitled 
to do so. Altering our Case VII, let 
us suppose that the write-down of the 
fixed assets is due to failure of a pre- 
vious management to provide ade- 
quately for depreciation, or is due to a 
cataclysmic change in production meth- 
ods or to a change in the demand of 
consumers. The necessity for such 
extraordinary depreciation is not a 
normal operating cost of any current 
period and need not, therefore, affect 
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the current balance sheet. It may be 
shown as follows: 
Case VII 
CAPITAL BALANCE SHEET 
Pixed Assets. ..... $635,000 Capital Stock.... {500,000 


Invested Surplus 
Allowance for (Ex- 


Deficit arising from 
Revaluation of 


100,000 











Fixed Assets.... 110,000 traordinary) 
Depreciation... 110,000 
Balance to Cur- 
rent Balance 
ee 35,000 
$745,000 $745,000 
CURRENT BALANCE SHEET 
Current Assets.... $125,000 Liabilities........ $100,000 
Gescating Deficit. . 15,000 Allowance for De- 
Balance from Capi- preciation..... 75,000 
tal Balance Sheet 35,000 
$175,000 $175,000 





It may be well to repeat that the 
ordinary balance sheet can present all 
the facts that the double-account bal- 
ance sheet does; the trouble is that it 
usually doesn’t. The double balance 
sheet forces the accountant to make 
differentiations that under the other 
he may neglect. 

We must now observe the objection 
to all but the last of the methods used 
in Case VII. 


Writing Down Fixed Assets 


The purposes of accounting are pri- 
marily three: to show how a business 
stands; to show how it reached that 
condition; and to show causes and 
effects, so that efficiency can be judged 
and some sort of forecasting will be 
possible. The first of these, as already 
indicated, is the function of the balance 
sheet; the second, of the income sheet 
and the statement of changes in the 
surplus. In case the balance sheet is 
not correctly reported (function one) 
obviously the explanations of changes 
(function two) will be equally incorrect, 
for the two are as cause and effect. If, 
for illustration, fixed assets have not 
been reduced on the balance sheet by a 
proper amount for depreciation (either 
directly or by increasing the allowance 
for depreciation on the other side of 


the balance sheet) a long string of 
consequences may follow, and at leas; 
a short string of consequences mys; 
follow. The income sheet will not 
have included in its costs a proper 
amount for depreciation, profits wil} 
thereby have been overstated, eithe; 
dividends will be (or have been) Paid 
to that extent out of unearned income 
or the surplus will be exaggerated, 
holders of stock will believe thei; 
securities are worth more than they 
really are, investors may buy stock 
under a similar misapprehension, and 
forecasters are likely to be misled. 
It has even happened that directors 
have deliberately caused the accounts 
to cover inadequate depreciation in 
order that the stock-market values of 
their stock might go up and enable 
them individually to sell their stock 
at a good price. Of course the reverse 
thing happens when excessive deprecia- 
tion is taken—reduced balance sheet 
figures, increased cost, decreased result- 
ing profit, holders of stock selling at a 
price below real value, and buyers 
getting greater value than they pay 
for. When these buyers are the very 
directors who falsified the accounts 
deliberately, so that they could sell 
at a high price and buy back at a low 
yet ultimately get the balance sheet 
correct through two counterbalancing 
falsifications, one sees the importance 
of correct figures currently and not 
merely in the end. 

In other words, the income sheet is 
every whit as important as the balance 
sheet; and since most investors are 
likely to be more concerned with 
presumable income than with problem- 
atical ultimate solvency, it is likely 
to have more weight in influencing 
speculation and investment. Now let 
us observe the result of writing down 
fixed assets. 
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Since any reduction in assets, normal 
depreciation or extraordinary writing 

own, must be explained as a change 
‘canal either the income sheet or 
the statement of changes in surplus, 
‘; must be shown to come out of either 
‘ncome or capital, for it cannot be 
taken out of creditors except through 
bankruptcy. If the shrinkage in the 
value of the property is a part of the 
costs or normal hazards of business, it 
should be met out of the income of the 
business; and any past failure to make 
adequate provision for its absorption 
has led to a false figure of profit or 
surplus. If, then, the writing-down 
is due to inadequate provision for 
depreciation in the past, and an earned 
surplus is shown, that earned surplus 
is to the extent of the inadequacy 
false, and should be reduced along with 
the overvalued asset. 

To charge such writing-down against 
capital surplus, or invested surplus, or 
premium surplus, or any other type of 
investment, including stated value of 
no-par stock, is positively to mis- 
represent the facts and, unless full 
explanation is made, to run the risk of 
destroying the historical significance of 
the records and to mislead forecasters 
and the investing public. If the com- 
pany has no earned surplus, it should 
what is the fact, an operating 
deficit. 

Sometimes, on the other hand, rea- 
sonably adequate provision for deprecia- 
tion has been made in the past, and 
yet the corporation decides to write 
down its fixed assets so that, having a 
smaller figure to retire through depre- 
ciation, it may reduce its depreciation 
charges hereafter. What is the effect? 
When this reduction is taken out of 
earned surplus on one side of the 
balance sheet along with the fixed 
assets on the other side, it is making 


show 
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present stockholders take, through the 
reduction in earned surplus, a cost that 
has not been incurred and will not be 
incurred except in connection with 
future business—bringing income, when 
possibly these people will be no longer 
stockholders. This may be akin to 
the case of taking excessive current 
depreciation, as suggested above. Cer- 
tainly many stockholders, of corpora- 
tions which have done this, fail to 
realize the nature of the thing done. 

If, again, the assets are written 
down in order to reduce future depre- 
ciation, but the amount is taken from 
capital surplus or any other type of 
investment, we have a situation even 
less defensible; for then the accounts 
make it appear not only that the depre- 
ciation on the property used is not a 
cost of the future, which it must be, 
but that it was never a cost at all; for 
it never gets into operations but is 
taken out of investment, as if that 
which has been invested and later 
consumed had never been invested at 
all. To put this in another way, a 
part of the income of the future, pre- 
sumably to be paid to stockholders in 
dividends, will really be the invested 
capital of stockholders paid out under 
the guise of profits—and not even 
necessarily to the stockholders who 
originally put it in; and there can be no 
assurance that adequate adjustment as 
between old and new stockholders will 
have been made, for the accounts 
presented to the public will not have 
made adjustment easy. 

The only possible justification for 
a write-down of fixed assets with 
an accompanying writing-down of cap- 
ital, or invested surplus, is a definite 
understanding that capital has been 
depleted, and even then, for reasons 
indicated above, this fact should be 
shown clearly, as it is in the final form 





488 HARVARD BUSINESS REVIEW 


shown for Case VII. If a business is 
out of adjustment with its environ- 
ment, because of sudden changes in the 
arts or in the customs of consumers, or 
in economic conditions, it may need 
more nearly complete rehabilitation 
than any reasonable foresight could 
have been expected to provide, and it 
will probably need to recognize a 
wiping-out of a part of its capital; but 
even that accomplished fact should be 
kept in evidence, as a deficit on the 
capital balance sheet, though, of course, 
an accumulated or subsequent earned 
surplus may appear of far larger amount 
on its current balance sheet. 

Of late almost an epidemic of writing 
down fixed assets has broken out. It 
is impossible to believe that all those 
responsible for this action understand 
what the results are likely to be, and it 
is hard to believe that all have had 
motives that would come unscathed 
from investigation. 

Sometimes a defence for writing 
down assets is based on the present 
low scale of prices for real estate, equip- 
ment, and other types of producers’ 
goods. If the measure of the assets 
has gone down merely because the 
yardstick has grown longer, we are 
told, by the same token the capital 
invested is of smaller measure. In a 
sense, that is true, but a later shrinkage 
of the yardstick, which no one can 
deny may occur, would logically neces- 
sitate a reversal of the process. In the 
meantime, it is true that if a plant cost 
$5,000,000 and lasts for 20 years, its 
depreciation (waiving for the moment 
any scrap value or possibility of ex- 
tended life by improvements or replace- 
ments) is actually, in dollars, $250,000 
a year. It may, it is true, be replaced 
for less, or more, than $5,000,000 
when replacement shall become neces- 
sary; but the fact is that the original 





$5,000,000 is a cost of the produc 
turned out during the 20 years, ap; 
calling it something else does not alte. 
the facts. Calling the shrinkage in j;, 
present replacement value $2,000,00, 
charging that to capital surplus (o, 
reducing the stated value of no-pa 
stock), and thereafter taking $150,0 
as an annual depreciation charge ip. 
stead of $250,000, may help the man. 
agers to think that they are in a bette 
position to meet competition. But are 
they? They have their plant and jt 
must be absorbed in 20 years. They 
may think it pleasanter to call the loss 
a capital loss than to let it result in an 
operating loss for many years (or in a 
reduced profit). The investor, hovw- 
ever, may not think so, and at least he 
has a right to know what the managers 
do call it, so that he may act intelli- 
gently—at least as intelligently as his 
intelligence permits him. Yet the only 
hope that the investing public wil! 
ever be able to act with intelligence 
lies in the hope that it may have 
knowledge of facts to act on. It 
certainly cannot act with intelligence, 
but only on “hunches” or _ inside 
information, so long as published ac- 
counts leave so much untold. 


Use of the Term “ Reserve” 


One more matter should be men- 
tioned in even this brief commentary 
on our present-day accounting prac- 
tices. Probably no other word is used 
in accounting in so many different 
senses as the term “reserve.” Yet 
people studying reports for investment 
purposes put great emphasis upon 
reserves, in spite of the fact that often 
no one can tell from a published report 
what the reserves really are. At least 
five kinds of reserves occur, and some 
of them are so unlike that they may 
almost be said to be contraries; and not 
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only is it true that the average reader 

reports cannot distinguish among 
them, but in some cases the corporation 
‘tself combines them into one account 
if they were of like kind. It must 
fice here to suggest the nature of 
these five kinds: (1) a mere indication 
of an overvaluation of assets shown on 
the other side of the balance sheet, as 
an allowance for depreciation or for 
bad debts; (2) a provision for something 
inevitable to be met in the future but 
properly chargeable to the past, as a 
provision for income taxes; (3) a pro- 
vision for probable losses of the future 
of which the past should bear a share, 
as provision for uninsurable (or self- 
insured) fire risks; (4) a provision for 
possible losses of the future against 
which it is good business policy to be 
prepared, and of which the past should 
bear a share if they ever do occur, 
even though there is a fair prospect 

f escaping such losses altogether, as 

provision for extraordinary and improb- 
able obsolescence of machinery due to 
cataclysmic changes in industry or in 
markets; and (5) straight earned surplus 
earmarked against distribution as divi- 
dends, in order to provide means, for 
example, for expansion. 

It should be noted that the first 
and the last of these come near being 
contraries. The first is really a deduc- 
tion from assets; the last is an addition 
to stockholders’ or proprietors’ net 
worth. The second is a liability to 
outsiders, and the fourth is a probable 
addition to net worth. The third is 
on middle ground; it probably will 
absorb assets, but if it does not, it will 
prove an addition to net worth. What 
significance, then, have indistinguish- 
able reserves for the reader of a report? 
One company in 1932 reported a single 
reserve of over $10,000,000, which was 
a conglomerate of all five of the kinds 
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of reserves mentioned above, but no one 
could tell how much was overvaluation 
of assets, liability, probable loss, pos- 
sible loss, or earned surplus. To the 
extent of this $10,000,000, the balance 
sheet meant absolutely nothing at all. 


Conclusion 


The title of this article suggests that 
our accounting is defective only because 
it is behind the times. That is true. 
Accountants, whose job is in part to use 
terms as well as figures exactly, cling 
naturally to terms with well-defined 
meanings. They have soclung. ‘The 
result has been that when newsituations 
have come into business practice the 
accountants have fitted the new con- 
ditions into the old terms, and the 
definitions no longer quite hold. The 
introduction of no-par stock, for illus- 
tration, has absolutely destroyed what- 
ever was left of the old conception of 
capital stock—and even before that 
introduction, modern financial devices 
had obliterated much of the original 
significance of par stock. ‘The fact of 
accounting importance is investment 
and what has become of it, whether 
it is represented by one type of evidence 
or by another; and the only fact of 
importance regarding the form which 
the certificate of ownership takes is the 
relation between different classes of 
stockholders, and between the corpora- 
tion and its creditors, legal matters 
that the accounts can easily take care 
of when the legal situation is known. 

There is no reason why our American 
accounting should be outdated. In 
default of a new vocabulary, adequate 
to cover the multiplicity of relations 
in our modern financial world, or while 
one is developing, accounting must 
more clearly differentiate things that 
are not alike and add qualifying terms 
to old names that are now ambiguous. 























BUSINESS ECONOMICS AND CHANGES IN 
GERMAN BUSINESS CONDITIONS’ 


By E. SCHMALEN BACH 


\ \ YE shall include in the following 
discussion only that part of 
business economics in Germany 

which in America and England is 

denoted by the term “accounting.” 
Before we consider certain particular 

matters pertaining to this field, we 

should note that business economics 

(Betriebswirtschaftslehre) in Germany is 

somewhat differently related to political 

economy (Nationalokonomie) than it is 
in England and America; Anglo-Ameri- 
can political economists penetrate 
more deeply into the field of business 
economics, especially with respect to 
theoretical inquiries. The consequence 
of this is that American and English 
business economists confine their activi- 
ties more narrowly, leaving theoretical 
observations to the political economists. 
In Germany, on the contrary, illustra- 
tive problems—such as the dependence 
of costs on size of industry or on 
overhead—have only recently been rec- 
ognized by political economists; whereas 
the business economist has for decades 
concerned himself about these problems. 

Also, in other respects, the German 

business economist—in contrast with 

his foreign colleagues—has shown an 
inclination to devote himself more thor- 
oughly to theoretical principles. 

This distinction, however, is not 
solely a matter of the separation of 
subject matter between political econ- 





1Translated from the German MS by Carl F. 
Taeusch. See footnotes in Hintner, Otto, “The 
Position of Auditing and Accounting in Germany,” 
XI HARVARD BUSINESS REVIEW 2, January, 1933, for 
differences in terminology and usage in German and 
English. 
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omists and business economists, but 
also follows the peculiarities of higher 
education for business in Germany, 
where the field of business activity is 
appreciably more restricted than it js 
in the Anglo-Saxon countries. In con- 
sequence, the younger business men in 
Germany cannot be prepared for partic- 
ular fields of activity to the same degree 
as elsewhere, but must be trained for 
relatively more complex and more 
changing activities. As a result, they 
cannot be given an educational training 
to set them off on a specific path, but 
emphasis must be laid rather on im- 
agination, spiritual stimulation and 
adaptability. This course of training 
is furthermore the tradition of the 
German higher schools. 


Problems Presented by Increased Size 
of Business Units 


If we now ask the question, How has 
business economics in Germany accom- 
modated itself to the changing conditions 
in business itself, we must first consider 
the tremendous change which has come 
about in all industrial countries, namely, 
the increasing size of the units of 
industrial and business enterprises. 

The growth of the size of German 
business units is evident from Table 
I. Employees in small units consti- 
tuted over 59% of employed persons 
in 1882; less than 29% in 1925. On 
the other hand, employees in large 
businesses constituted less than 22% 
of all employed persons in 1882, but 
increased to over 47% in 1925. From 
1887 to 1907, medium-sized businesses 
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‘ncreased their percentage, but showed 
a slight percentage decrease from 1907 
to 1925. At present, perhaps more 
than one-half of all persons gainfully 
employed, including all manual labor- 
ers, are to be found in units employing 
<9 or more persons. 


SU 
GrowtTu or Business UNITs IN 


GERMANY * 
Number and Percentage of Persons Employed) 


TasLe I. 





Large 
Businesses 
(51 or more 
persons) 


Medium 
Businesses 
(6 to 50 
persons) 


Small 
Businesses 
(Up to § 
persons) 





Per ; Per r Per 
Cent Number Cent Number Cent 


Number 








21.9 
37.2 
47.2 


so.1|r,301,720] 19.0/1,613,247 
37 -3|3,688 838] 25.5/5,363,851 
#8 -014.557 870 24.2/8,851,585 


1882 |4,335,822 
1907 {5,383,233 
1925T |5,300,122 











* Statistische Jahrbticher far das deutsche Reich, 1926, p. 69, 
3 Present +e of Germany; not including the Saar 
listric 

If a business unit is small, a wide- 
awake Owner or manager can oversee 
the course of his business through the 
use of his natural understanding, and 
of ear and eye; he can also supervise 
structural changes in his business or 
plant without the use of much detailed 
bookkeeping, statistics and other rec- 
ords. If the industry becomes larger, 
however, these visual inspections are no 
longer sufficient. The manager now, 
in order to grasp the essential changes 
adequately, must use his eyes and ears, 
so to speak, with synthetic insight 
Prothese), a view portrayed only on 
paper. Many things must there be 
stated, figured and compared, and it is 
only the totals and resulting figures 
which can indicate whether every- 
thing in his business is developing 
satisfactorily. 

This problem, of getting an insight 
into a business by the aid of accounting 
methods, in turn presented many new 
and difficult problems to accounting 
(Rechnungswese) itself. 


If one glances over the German texts 
on bookkeeping (Buchfuhrung) which 
appeared before the end of the last 
century, one finds that the authors 
found their problems in the main in 
the correct calculation of debits and 
credits. The most difficult problems, 
next to the question of current ac- 
counts, were with reference to the 
calculation of arbitrage, transactions 
involving mutual or open accounts, 
etc. By “‘calculation,” one meant espe- 
cially the determination of costs of buy- 
ing and selling goods. If, on the other 
hand, one peruses present-day literature 
in Germany on accounting (Rechnungs- 
wesen), one immediately notes how the 
point of view has changed. ‘The direc- 
tion is no longer, so to speak, from 
within outward, but rather the reverse; 
the problem now is to know how things 
are going on inside the business, how the 
values of goods in process arechanging, 
how the parts of the business are re- 
lated to each other, and how costs and 
production fit together. External rela- 
tions have given way, in accounting, to 
internal relations. 

Above all, the problem of cost ac- 
counting assumed importance, espe- 
cially in the larger business units with 
their infinitely great and numerous 
theoretical and material difficulties. 
Among the masters in this field of busi- 
ness economics are to be mentioned 
particularly Leitner? and Schmidt.® 
The meritorious activities in this field 
of the unfortunately discontinued 
Verein fir wirtschaftliche Fortbildung 
still exert a manifest influence in 
making available the source materials. 
Also to be mentioned here are the 
fundamentals of cost accounting de- 


2 Leitner, Fr.: Die Selbstkostenrechnung industrieller 
Betriebe. g Auflage, 1930: Frankfurt am Main. 

3 Schmidt, F.: Selbstkostenrechnung und Preispolittk. 
1930: Berlin. 
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veloped by Meier and Voss.* The 
illumination of figures by statistical 
means had its origin in business statis- 
tics, and in this field the most prominent 
leaders have been Calmes,® Isaac,® and 
Mahlberg.’ 

If only a few of the more compre- 
hensive works are mentioned here, 
one must not overlook the great num- 
ber of articles and books which deal 
with current problems and statements 
and which in their totality present a 
considerable bulk of material. 

In general one may say of the theory 
of business economics in Germany that 
it has successfully mastered the prob- 
lems which are involved in the develop- 
ment of business. But it must be 
added that it has also, in certain 
particulars, lagged behind business 
development. 

The growth of business has also 
offered illustrative material, in the 
form of the amassing of a body of 
accounts and statistics through the 
technical development of bookkeeping 
(Buchfihrung), the extension of me- 
chanical implements for statistical 
analysis, the introduction of card index- 
es, and the like. These things have 
obviously been utilized less than they 
deserved by the rank and file of business 
economists, some of whom lack the 
inclination to do so, and some the 
expert knowledge. To the detriment 
of the subject this field has been allowed 
to be preempted by the merely practical 
men (Nurpraktiker), men without scien- 
tific training. The traditional anxiety 
over too closely approaching the earth, 





* Meier und Voss: Grundplan der Selbstkostenrech- 
nung. 3 Auflage. 1930: Dortmund. 

5 Calmes, W.: Die Statistik in Fabrik- und Waren- 
handelbetricb. 6 Auflage. 1931: Leipzig. 

® Isaac, A.: Betriebswirtschaftliche Statistik. 1925: 
Berlin. 

7 Mahlberg, W.: Die Statistik im Betrieb, im 
Grundriss der Betriebswirtschaftslehre. 2 Auflage. 


1927. 





so peculiar to the German dabbler jy 
learning, has done its work well here. 
In a more narrow sense, the theory 
of business economics has become ; 
leader in Germany in problems oj 
organization. German political econ. 
omy (Volkswirtschaft), during the 
growth of large-scale industry, was 
well able to utilize the helping hand of 
the theorist with respect to the struc- 
ture of business organization, in the 
regulation of the various divisions of an 
industry, and in the division of author. 
ity through the selection of principles 
of centralized and decentralized man- 
agement. In this province, German 
business economics, by way of contrast, 
has unfortunately frittered itself away 
largely in the form of academic talk, 
without any worth or effect. Schluter' 
says rightly in a review of Nordsieck’s 


book 


The theory of organization, as developed 
in American, French and Dutch literature, 
still outstrips (7st noch um einiges voraus 
the German literature on the subject. 


Business economics in Germany has 
exhibited such fruitful results that it 
can admit the above-mentioned defects 
in its performances. 


Vertical Integration and Optimum Siz 


In close relation with the growth 
of large-scale industry is to be men- 
tioned the vertical integration of large 
industrial branches, a movement which 
began in the 1890’s; an example being 
the smelting industry. This develop- 
ment was materially accelerated by 
the organization of the German cartels. 
This vertical integration introduced 
new problems into accounting (Rech- 





8 Zeitschrift fur handelswissenschaftiiche Forschung 
26 Jahrgang, s.444. 

®Nordsieck, F.: Die schaubildliche Erfassung 
und Untersuchung der Betriebsorganization. 1932 
Stuttgart. 
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»yngswesen). What formerly had been 
, matter of price determined by out- 
side economic forces, now became a 
matter of price determined by internal 
accounting methods. One may say 
that a part of political economy forced 
its way (rutschte) into business eco- 
nomics. When I gave my inaugural 
lecture as Privatdozent at the Commer- 
cial University at Koln in 1903 on 
the theme, ‘*Cost-charges in the Series 

Processes (Verrechnungspreise) for 
Large Industries,” an accountant asked 
“What are these Verrechnungs- 
preise?”’? So little was known of the 
problem at that time. Today, on 
the contrary, every good textbook 
includes a section on calculation theory, 
particularly as involving its significance 
and application to internal price calcu- 
lations within the concern itself. The 
most significant contributions in this 
field have been made by Calmes,” a 
pupil of Schar. 

The subject of price calculations 
attracts the German business economist 
particularly, because it is so _ rich 
n theoretical problems. ‘This love of 
theory resulted in a situation whereby 
German business economists, witnessing 
the growth of large-scale industry, 
‘ould not resist the temptation to ask 
the questions, Whence? and Whither? 
What are the underlying causes, so 
was rightly asked, for the continual 
increase in the size of business units? 

The view was taken that, from the 
standpoint of technical and business 
development, there is an optimum size 
f unit in every division and subdivision 
f the plant, whereby expense and 
production are best related to each 
other. This optimum size of business 
init is not a constant for all times, but 


me. 


ee 


" Calmes, A.: Die Fabrikbuchhaltung. 3 Auflage. 
1919: Leipzig. Ep. NoTE: See also Auler, W.: Opti- 
alkulation. 1933: Stuttgart. 
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is subject to change, and has increased 
during the last few decades. 


Decreasing Costs; Fixed and Variable 
Costs 


In pursuing these data German busi- 
ness economists before the end of the 
last century had already stumbled on 
to the problems of decreasing unit 
costs (Grossendegression), diminishing 
production costs (Betriebsdegression), 
and of decreasing unit overhead costs 
(Auflagendegression), and noticed from 
the beginning that all these problems, 
hitherto neglected by business econo- 
mists in Germany, were phenomena 
of decreasing costs (Kostendegression) 


which could be attributed to the 
development of large-scale business 
activities. ‘These problems were so 


significant that they changed com- 
pletely the classical principles of pricing. 

The concept of decreasing unit costs 
(Grossendegression) connotes that a busi- 
ness, increasing in size or extending 
its functions, can produce an additional 
quantity of goods at unit costs which 
are less than the previous average costs; 
the pressure in the direction of increas- 
ing size becomes obvious. The con- 
cept of decreasing production costs 
(Betriebsdegression) connotes that a 
business which does not increase in 
size or does not extend its functions is 
able, solely through increased produc- 
tion, to show decreasing costs relative 
to the previous averages; so that the 
pressure is insistent to extend the new 
cost level to prices which are reckoned 
on the basis of average costs. The 
concept of decreases in overhead in 
proportion to income (Auflagendegres- 
ston) connotes that the costs of finishing 
a single unit of a particular kind of 
goods increase less, when overhead is in- 
creased, than proportionately to the 
previous average costs; so that in such 
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a business, the pressure is in the direc- 
tion of concentrating on the complete 
processing of this particular kind of 
goods. 

Certain particulars have been de- 
veloped, especially in regard to the 
phenomenon of decreasing production 
costs (Betriebsdegression), through spe- 
cial studies which have been instru- 
mental in calling attention to the 
phenomenon of the dislocation of fixed 
costs in relation to variable costs. 

Girtzgen!'! has calculated the follow- 
ing figures on the basis of 60% produc- 
tion activity in the smelting industry. 


Taste II. Percentace RELATION OF FIXED TO 
VaRIABLE Costs, SMELTING INDUSTRY 
(60% production activity) 





1860-| | Ig! 192 
8o | 1997 | 1913 | 1927 








30.8 | 50.8 | §2.6 | 54.0 
69.2 | 49.2 | 47.4 | 46.0 


Fixed costs....... 
Variable costs..... 

















Kleine!? has studied the same phe- 
nomenon in reference to the textile 
industry, with full capacity production. 
Taste III. Percentace RELATION oF FIXED AND 


VaRIABLE Costs, TexTILE INDUSTRY 
(100% production activity) 








9 90 1913|1926 
A. Spinning 
Fized costs. ......... 42.4/52.8/53.9/57.8 
Variable costs....... .|§7.6|47. 2/46. 1/42.2 
B. Weaving I 
FiseG COGS... 00000. 35.2/41.7/41.0|50.7 
Variable costs....... .|64.8/§8.3/59.0/49. 3 
C. Weaving II 
Fixed costs. ......... acccfo ce cea oes.6 
Variable costs........ seceles ssf. SIGG.6 




















1! Gurtzgen, Otto: Die Verschiebung von Mengen- 
kosten zu Zeithkosten in der deutschen Herd- und Ofen- 
industrie. 1932: Kélner Dissertation. 

12 Kleine, Klemens: “‘Die Verschiebung der fixen 
und proportionalen Kosten in Textilbetrieben.” 
Zeitschrift fir handelswissenschaftliche Forschung, 23 
Jahrgang, s.241-289 ff. 





Kleine also shows in addition how 
very much the ratio of production ty 
capacity influences the cost ratios. Fo, 
1926, the figures for a spinning factory 
were as follows: ; 


Taste IV. Percentace RELATION oF Frxep ayy 
VariaB_Le Costs ror Various Propuctioy 
Ratios (1926) 








Production , Variable 
Taste Fixed Costs Cuats 
100% 57.8 42.2 

90% 60.3 39-7 
75% 64.6 35-4 
50% 73.2 26.8 











These studies show how variable 
costs have been transformed into fixed 
charges even in such industries as may 
have been relatively little affected by 
the movement toward increasing size. 

The problems of business economics 
arising out of the increasing significance 
of fixed costs have since 1899 attracted 
the attention of business economists in 
Germany. But notuntil 1924 was there 
a sufficient amount of attention paid to 
the subject. Especially on the part of 
younger business economists has there 
been a rich series of contributions to 
the problem. 

Although the political economists 
(Nationalékonomen) of Germany ap- 
parently could not divest themselves 
of the idea that the so-called “fixed” 
costs were identical with capital costs, 
it was a matter of common knowledge 
among business economists that there 
was a considerable difference between 
the two concepts. ‘True, capital costs 
represent a considerable portion of 
fixed costs, but as a rule fixed costs 
are many times capital costs, and not 
all capital costs are fixed. 

It is only correct to say, from this 
standpoint, that fixed costs, including 
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‘nterest and depreciation charges, con- 
stitute a considerable part of capital 
costs; and that these costs show a 
relatively large increase in proportion 
to increases in capitalized value. The 
conclusion from this observation is, 
that the pertinent questions of calcula- 
ble interest and depreciation charges 
have been handled with especial em- 
phasis in German business economics. 
Looking back over the contributions 
to the subject of depreciation, the 
fundamental work of Grossmann" de- 
serves especial mention. 


Free and Regulated Industry 


The problem of fixed costs has also 
brought to the fore the present-day 
problem, much discussed and leading 
to considerable controversy, whether 
the future is to be one of competitive 
or of regulated industry. Opinions on 
this point differ. But German busi- 
ness economists are unanimously of the 
opinion that, whether industry is to be 
more competitive (fret) or more regu- 
lated (gebunden), in any case the 
“freedom” of business and industry, 
relative to previous decades, has been 
seriously encroached upon, not only 
through governmental interferences and 
the intrusion of political institutions 
into the realm of business, but also by 
the conditions of business itself, which 
through the erection of trusts and car- 
tels has done away with the essential 
attributes of really free enterprise. 

A lecture which I gave in Vienna in 
1928'* put forth the thesis that the 
form assumed by regulated (gebundence) 


business has presented business eco- 


Grossman, H.: Abschreibungen und Steuer unter 
besonderer Berticksichtigung der neuen Abschreibungs- 
2 Auflage, 1930: Berlin-Wien. 

' Schmalenbach, E.: “‘ Die Betriebswirtschaftslehre 
der Schwelle der neuen Wirtschaftsverfassung,” 
Leitschrift fiir handelswissenschaftliche Forschung. 22 
Jahrgang, s.241 ff. 
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nomics with new problems. Business 
economics must now, more than ever, 
concern itself with organization forms 
of cartels, still a matter essentially of 
concern for specialized lawyers. It 
would be especially helpful if German 
business economists would come closer 
to grips with the problem of transplant- 
ing the essential principles of competi- 
tion and free business enterprise into 
the modern organization of cartels, 
trusts, business combines and large- 
scale industries, by intensifying the 
parallel regulation of subsidiary com- 
panies, by an internal comparison of 
industries and their subsidiaries, by 
departmentized cost accounting, by 
figuring percentages of profits made 
by subdivisions within the concern 
from sales to other parts of the con- 
cern, and so on. Many accounting 
problems arise from such materials. 

Up to the present time, German 
business economics has given little 
heed to such exhortations. It will 
be interesting to see to what degree 
the development of events themselves 
will force the necessary attention to 
the problem. 


Short-time Problems: Inflation and 
Budgeting 


Whereas I have in this sketch at- 
tempted so far to present the larger, 
secular changes in business and their 
influence on business economics, I 
should like now to attempt to show how 
there have been reflected in business 
economics the same business phenom- 
ena, measured as regards their signifi- 
cance and duration, however, in spans 
of decades rather than of centuries. 

It would be a mistake to view the 
World War and its consequences as a 
situation which disturbed only a dec- 
ade; I am afraid that much more than 
a century of consequences is to be 
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experienced. But the business phe- 
nomena which we have witnessed in 
the post-war period are in the main to 
be regarded as transitional phenomena. 
The great business event which di- 
rectly followed the World War was 
in Germany the great, unprecedented 
inflation. It was a kind of general 
test of the science of business with re- 
spect to its practical efficiency. One 
may say with certainty that German 
business economics stood this general 
test well. With great fervor and gen- 
erally with great intelligence, as well as 
with an early appreciation of the situa- 
tion, business economists in Germany 
took hold of the pertinent problems of 
inflation and came out of the tussle with 
good records. Especially regarding the 
consequences of inflation with respect 
to cost accounting and the structure of 
the balance sheet, as well as the yearly 
statements, matters in Germany were 
handled with great clarity and sound- 
ness of purpose. Even today one may 
hear the statement reiterated that it 
would have been better for the whole of 
German business at that time if the 
principles of business economics had 
been followed even more extensively. 
When the inflation period in Ger- 
many had run its course, there still 
remained as further consequences of 
the War, among other things, a great 
uncertainty and unrest in _ business; 
this in turn resulted not only in greater 
flood tides of business, but also in accel- 
erating their periods. ‘This business 
uncertainty generated new and intensi- 
fied demands on business accounting 
methods. Especially the theory of 
short-term profit and loss calculations, 
the finer analysis of business statistics, 
and not least the doctrine of budgeting 
derived from these practical necessities 


a vigorous stimulus. With respect to 


short-term profit and loss calculations, 





the greatest achievement has been tha; 
of Professor Beste! of Dresden. In the 
field of budgeting the names of Lob. 
mann'* and Ludwig” are outstanding. 

In general, the problem of budgeting. 
which has become an especially fruit. 
ful field, is not regarded in Germany 
with the same degree of significance as 
is attached toit elsewhere. For a while 
the problem was talked about every- 
where, then the discussions of the syb- 
ject died down again. The reason for 
this is probably due to the fact that in 
Germany, universally, in contrast with 
other countries, the technique of busi- 
ness management has never been s0 
centralized or so bureaucratically de- 
veloped. One has seen too frequently 
in Germany that highly centralized 
business managements easily flounder 
as a result of their unwieldiness. In 
many businesses in Germany it is the 
rule that authority and responsibility 
must be given the managers of the sub- 
ordinate units. The budgeting system 
implies centralization. It is a system 
pertaining more to engineering than 
to business. On the other hand, in 
Germany people have neglected to see 
that in the technique of budgeting 
there are implied other possibilities 
which have nothing to do with the form 
of management. The explicit analyses 
of these possibilities are not yet right]; 
understood. Here is a welcome field 
for further work in business economics. 


Conclusion 


Now that I have attempted to sketch 
in broad relief the manner in which 





18 Beste, Theodor: Die kurzfristige Erfolgsrechnung. 
Bd. sf, Gundriss der Betriebswirtschaftslehre. 193° 
Leipzig. 

% Lohmann, Martin: Der Wirtschaftsplan de 
Betriebes und der Unternehmung. 1928: Berlin-Leipziz- 
Wien. 

Ludwig, Heinz: Budgetkontrolle in industrielle 
Unternehmungen. 1930: Berlin. 
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business economics in Germany is at- 
the problem of accounting 

the Rechnungswesen) and is follow- 
> the trend of the times, I should like 
ro say in conclusion that business 
-onomics in Germany, by and large, 
has been consciously in touch with the 
spirit of the times and that it possesses 
the capacity of pursuing penetratingly 
ind readily the problems which the 


The zeal of publishing is so prevalent 
and great among business economists 
in Germany that one might wish indeed 
that they exhibited more reserve and 
discrimination. But also in this con- 
nection the last few years have seen an 
improvement by virtue of the relatively 
greater reserve of publishers. 

The superabundance of German lit- 
erary production in the field of business 
economics has made it necessary to 
provide guides in the form of catalogues, 
bridged summaries and manuals. 
Firstin this field is the old and respected 
Rothschildsche Taschenbuch, in the sec- 

nd volume of which Walb*® has pre- 


8 Walb, Ernst: ‘“*Kaufmannische Betriebswirt- 
ehre.”” II Buch, Rothschilds Taschenbuch fur 
61 Auflage. 1932: Leipzig. 


nhaits 


sented the results of the work in 
business economics in a magnificently 
judicial manner. While Walb’s pres- 
entation is capable of giving a sum- 
mary view of the intellectual content 
of the subject, the Handworterbuch des 
Kaufmanns, a lexicon for business and 
industry gotten out by Karl Bott,” 
serves more practical needs; further- 
more, this work is not only a collection 
of articles by business economists them- 
selves, but counts a number of jurists 
and political economists among _ its 
collaborators. A lexicon with the more 
specific characteristics of business eco- 
nomics is that of Niklisch.” A syste- 
matic work, not yet completed, is now 
being prepared in Freiburg under the 
general direction of Mahlberg.?! 


1 Five volumes. 1925-27: Hamburg. 

2 Niklisch, E.: Handworterbuch der Betriebswirt- 
schaft. 5 Bande. 1926-28: Stuttgart. 

21 Mahlberg, W., Herausgeber; Schmalenbach, 
E.; Schmidt, F., und Walb, E.: Grundiss der Be- 
triebswirtschaftslehre. 1926- Leipzig. Five vol- 
umes have already appeared: Vol. 2, “Die Betriebs- 
verwaltung, Sammelband”’; Vol. 5b, Beste, Theodor: 
“Die kurzfristige Erfolgsrechnung”’; Vol. 9, Isaac, A: 
“Der Industriebetrieb’’; Vol. 10, “‘Revisions- und 
Treuhandwesen, Sammelband” (2 Auflage); Vol. 
13, ‘“‘Nachrichten- und Schriftverkehr, Reklame, 
Sammelband.” 





DEPRESSION IN FRANCE 
By W. A. SOLLOHUB! 


HE manner in which depression is 

manifesting itself in France is of 

interest both from the economic 
and the political viewpoint. The latter, 
however, would immediately lead to a 
discussion of thorny problems, and for 
this reason is best left aside. Never- 
theless, in order to appreciate the 
present economic situation in France, 
it is necessary to take certain political 
factors into consideration. It is, how- 
ever, the aim of this article to analyze 
the present situation and the past 
developments with strict impartiality 
and exclusively from the scientific 
angle. 


The Present Situation in France 


Reports of gold shipments to the 
Bank of France have tended to spread 
the belief that in some mysterious way 
France was escaping depression. That 
this is not so, and that business and 
prosperity in France have fallen in 
many branches, not only below the 
inflated levels of 1929 but even below 
pre-war levels, has been forcefully 
shown by Senator Lémery in his speech 
to the Senate on February 19, 1933. 
According to the figures quoted by 
this gentleman, the value of securities 
on the Paris Bourse was lower than in 
1913 by 483 billion francs; the fall in 
prices as expressed in absolute gold 
values was reflected by the fact that 
nominal prices had risen since 1913 by 
400%, whereas currency had depreciated 


1 The author is indebted to M. Carsow for much of 
the statistical material relative to the earlier period; 
this appeared in the Journal des Economistes, October 
15, 1932, and the Reoue des Deux Mondes, of February, 
1932. 
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by 500%; the purchasing power of 
interest on the French Rente, expressed 
in gold, had fallen from 13 francs jp 
1913 to 3 francs in 1933, while that of 
the interest on other bonds had fallen 
from 14.4 francs to 2.52 francs. 

This obviously spelled ruin for that 
very large class of people in France 
whose sole source of income is a smal 
holding of securities. ‘‘L’epargnant,” 
the name by which such a person jis 
known (inexistent in English and mean- 
ing literally “‘the person who saves”’), 
has been practically exterminated as a 
class, after having been the backbone 
of French economic life. That such a 
change of the economic outlook and 
structure of the nation is an additional 
cause of the present difficulties seems 
to be beyond doubt. 

Further figures of Senator Lémery 
show how great these difficulties are. 
The public debt has reached 300 billion 
francs; foreign trade is smaller than in 
1913 by 36%; whereas the budget runs 
into 70 billion francs, as compared with 
§ billion francs in 1913, or an increase of 
14 times. This, incidentally, is one of 
the principal causes of the present 
difficulties, and one that will be difficult 
to amend even when conditions in the 
rest of the world have returned to a 
normal state of balance. 


Causes of the Present Depression 


The causes and the course of the 
crisis in France have been very different 
from similar developments in America. 
This is apparently due to the French 
national character. Conservative and 
well-balanced France did not succumb 
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boom-day temptations; the subse- 
quent fall was thus less 


severe. Eco- 
nomic life was, and still remains, 
centered in a mass of small and medium- 
sized enterprises Or One-man concerns 
and has not been entirely dominated 
by corporation interests. The result 
‘; on the one hand, a persistence of 
bsolete methods (particularly in agri- 
culture) and a lack of elasticity during 
periods of expansion, and, on the other 
hand, a better resistance to adverse 
conditions. Having a fairly well-bal- 
anced relationship between the various 
branches of economic activity, France 
was better equipped to resist outside 
influences. Industry had not been 
overexpanded and did not suffer from 
capital deflation as much as in other 
countries. 

Thus the depression from which 
France is suffering did not have its 
main origin within the country, but is, 
so to say, a “secondary repercussion” 
of outside events. Depression hit 
France by curtailing exports, with the 
consequent slowing down of industrial 
activity as the principal effect of the 
crisis. Although the quotations on the 
Paris Bourse declined in the autumn of 
1929 as a result of the Wall Street 
crash, exports did not begin to fall off 
until later; and industrial activity con- 
tinued on the up-grade for more than 
another half-year, reaching its maxi- 
mum index figure of 144 as late as 
June, 1930. It was only in 1931 that 
the situation took a decided turn for 
the worse under the influence of curtail- 
ment of exports by falling prices and 
growing trade restrictions. 

Trade restrictions unfortunately grow 
somewhat like a snowball. In the 
maze of new impediments to trade, it is 
hardly possible to find the first offender 
amongst the retaliations and “‘retalia- 
to retaliations.” Having been 
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hit by depression later than other 
countries, and not being involved in 
highly rationalized instruments of pro- 
duction, France did not see its prices 
drop as rapidly as other countries and 
very soon became a much desired 
market for foreign goods. The fact 
that the franc remained an entirely 
free currency in the midst of “‘frozen”’ 
moneys added further attraction to 
sales in that market. Faced with the 
choice of seeing domestic prices fall 
to world levels, with the consequent 
ruin of its industry and agriculture, or 
of practically stopping all imports, the 
Government preferred the latter course 
of action, even though this policy did 
entail the indirect sacrifice of exports, 
because the closing of the French 
market to foreign goods almost auto- 
matically provoked rataliatory closings 
of foreign markets to French products. 

At first French protectionism took 
the customary form of tariff increases. 
During the first four months of 1931 
no fewer than 166 items were subjected 
to increases, which in some cases reached 
333% and even 420%. But by that 
time it had become apparent that mere 
tariff increases were impracticable and 
unsatisfactory; prices fell too rapidly, 
and much of the tariff was consolidated. 
This led to the quota system. Quotas 
on almost every article competing with 
domestic interests were decreed in 
rapid succession. 


Prices 


These measures attained the desired 
results by preventing the fall of domestic 
prices to world levels and by making 
such declines as did take place more 
gradual. But, as already said, they 
had the inevitable consequence of 
foreign retaliation to French exports. 
Moreover, by becoming an island of 
higher prices, France also became an 
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island of higher production costs, which 
placed an additional handicap upon 
such French goods as did find their way 
into foreign markets. The discrepancy 
of the movement of prices in France, as 
the result of such a policy, and of price 
movements abroad, may be fully ap- 
preciated when it is realized that, 
whereas in the United States the 
average annual fall of retail prices of 
foodstuffs (reflecting cost of living) 
between 1928 and 1931 was 21%, in 
Germany 17% and in Great Britain 
16%, in France during the same period 
corresponding prices did not fall but 
actually rose by 10%. 

This comparative increase in the cost 
of living considerably hampered the 
efforts of industry to reduce produc- 
tion costs. Lower sales prices could 
only be attained by lower profits and by 
a consequently lower spending power of 
stockholders and promoters. The index 
of wholesale prices? fell from 574 for 
the last quarter of 1930 to 473 in the 
corresponding period of 1931, and to 
407 for 1932. It is interesting to 
observe that retail prices fell during 
1931 by only 9%, so that the margin 
of profits for the distributors ap- 
peared to increase. ‘This, however, 
was more an apparent than a real 
boon to the spending power of the 
population, because it was heavily off- 
set by unemployment and hoarding. 


Industry and Agriculture 


In considering the effects of depres- 
sion on French industry, it is of interest 
to note that the production index of the 
textile industry started to decline as 
early as 1928, whereas the general 
production index increased up to the 
midsummer of 1930. If 1928 results 
are to be taken as a standard of com- 
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parison, the general production inde; 
will show an average of IIo during the 
two following years, and only in Dicom. 
ber, 1931, does it fall to 87. This, j; 
will be noticed, is a considerable delay 
over the course of depression in the 
United States. In 1931, average cay. 
loadings were only 15% below 1929, 
The effects of the crisis on heavy 
industry, on the other hand, were 
reflected by the number of blast fyr. 
naces operating. In December, 1931, 
there were 90 in operation, as compared 
with 138 during the corresponding 
period of the previous year, and jp 
February, 1933, about 8o. 

Beginning with 1931, production de. 
creased more rapidly, as reflected by 
the output of steel and coal and by an 
increase in bankruptcies. The turn- 
over tax, levied on all transactions, js 
a good indication of the trend of affairs 
in France; the returns in 1932 were 
6,863 million francs, as compared with 
almost 7,800 million francs in 1931, ora 
decline of 12% for the year. 

With regard to unemployment it 
must be noted that during post- war 
years there was a marked shortage of 
labor in several branches of industrial 
activity. Considerable numbers of for- 
eign workmen were imported (entire 
villages of Poles, etc.). Lack of labor 
and high prices of labor are the main 
difficulties facing French agriculture. 
In view of this previous shortage of 
labor, unemployment did not at once 
develop with any degree of seriousness. 
In December, 1930, the number of 
unemployed receiving assistance was 
11,952. It grew to 147,000 in Decem- 
ber, 1931, and to 271,000 in December, 
1932; with a further increase to 330,000 
in February, 1933. These figures, how- 


ever, are lower than the actual number 
of unemployed; they only include totally 
Lack of efficient 


unemployed persons. 
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situation may be inferred from a state- 
ment, made on February 23, 1933, in 
the Chamber of Deputies by the Minis- 
rer of Labor, to the effect that un- 
employment had cost France over one 


billion francs. 
There is a certain theoretical differ- 
ence between the nature of unemploy- 
ment in France and that of the United 
States, Great Britain and Germany. 
The unemployed in France have been 
thrown out of work by the closing of 
foreign markets to exports and by the 
il] of domestic consumption due to 

trictions imposed on members of 
other industries by their failure to 
export goods. It seems safe to say 
that there are very few men in France 
who have been thrown out of work by 
rationalization, as a certain number 
undoubtedly has been in the countries 
just mentioned. Moving with their 
usual conservatism and caution, leaders 
of French industry did not go in for 
wholesale improvements of mechanical 
production and expansion based on 

om estimates, often at the risk of 
clinging to antiquated and expensive 
methods. The ultimate wisdom of 
their course of action is open to discus- 
sion. On the one hand, they did not 
expand in excess of market possibilities 
and did not throw men out of work by 
excessive mechanization; on the other 
hand, through failure to adopt ration- 
ally improved methods used by foreign 
competitors, they found themselves 
facing higher production costs and 
consequently handicapped in price com- 
petition. 

\lodern methods have made little 
headway in agriculture because in most 
cases they presuppose large-scale pro- 
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duction, which is contrary to French 
habits and ideas. The overwhelming 
part of agriculture is in the hands of 
small farmers. However, for decades 
already there has been a flight of the 
peasants toward towns in search of 
better salaries and the attractions of 
modern life. Entire villages have been 
abandoned; some have been occupied 
by aliens. ‘The Government has been 
endeavoring to retain the rural popula- 
tion at their homesteads so as to 
maintain the independence of France 
in regard to foodstuffs. It might be 
noted that this is another manifesta- 
tion of the desire for “security.” Thus, 
when it was found necessary to raise 
tariffs and impose quotas on imports 
of agricultural products, the industrial 
interests did not protest, even though 
these duties resulted in the maintenance 
of a higher cost of living. 


Foreign Trade 


The consequence of this situation, 
as well as of the previous stabilization 
of the franc on a gold basis, resulted in 
a reversion of the trade balance. Be- 
fore the World War, the balance was 
usually against France by about 1.5 
billion francs, but this was of no great 
importance inasmuch as the total ex- 
changes were balanced. Large amounts 
of French capital were invested in new 
countries, and the dividends from this 
capital reached France in the form of 
products. During the War, of course, 
the position was chaotic; with its in- 
dustrial regions either in the hands of 
the enemy or devastated, France was 
obliged to import much in excess of its 
exports and without regard to the final 
balance of payments. Allied credits 
made such a position possible. Start- 
ing with 1921, however, the position 
changed. Stimulated by the deprecia- 
tion of the franc, French industries 
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were able to increase exports. The 
trade balance was often favorable (eight 
months in 1926). Following the lowest 
levels of the franc, however, in the 
summer of 1926, came a return of 
confidence and stabilization. The ex- 
port premium disappeared, while do- 
mestic prices grew, placing industry in 
a more and more difficult situation. 
This caused imports of manufactured 
goods to increase in 1931, while exports 
declined, thus reflecting the inability 
of French producers to compete with 
foreigners, not only in foreign markets 
but even in the protected domestic 
domain. 

Franco-American trade relations dur- 
ing depression years are a good illustra- 
tion of the more rapid decline of 
French exports than of imports. The 
following table gives the monthly aver- 
ages in millions of francs: 





French French 
Exports Imports 
to U.S. | from U. S. 





PR ates es ckansuae 202 510 
PORN iiesnastcuwecesaay 128 316 
PERiekeperet dad es a4 80 242 
1933 (January).......... 61 250 











Thus, French exports to America 
represented in January, 1933, 30.1% 
of the 1930 figures, while imports from 
America had only fallen to 40.9% of 
1930 levels; the proportion of French 
exports to imports in this trade had 
fallen from 40% in 1930 to only 25% 
in 1933. 

The disparity of imports and exports 
assumed such proportions that quotas 
became necessary to permit a continued 
existence of the menaced branches of 
economic activity; these quotas were 
directed toward limitation or even 
virtual prohibition of competing im- 
ports. The abandonment of the gold 
standard by sterling threw an addi- 


tional hardship on French Production, 
Though the exchange compensatioy 
surtax of November 12, 1931, applicable 
to imports from all countries with 
depreciated currencies, succeeded jy 
protecting the domestic market from 
the direct competition of British goods, 
the latter received an important ad. 
vantage on outside markets. Simul. 
taneously this meant an increase of 
30% in the price of French goods jp 
sterling markets. The continued finan. 
cial “freezing” of Central European 
and Latin American countries closed q 
number of other markets, with the 
luxury industries obviously being the 
first to suffer once again. 

These movements are clearly re. 
flected by the trade balance which 
showed the following deficits: 


 Gecstieeneadvaadowthen 9,700 million francs 
BR sie cre examen wee 1,0 * - 
a vercxesdrecsecoss 348 ™ cs 


And today, contrary to the pre-war 
situation, this is an extremely un- 
healthy sign. Imports today no longer 
represent to any great extent interest 
on French capital invested abroad. 
The huge amounts invested in Russia 
are lost. Those invested in South 
America are frozen. Also, more or less 
frozen are the sums lent to various 
Central European countries. France is 
no longer paying for its imports with 
interest due. A deficit now means a 
payment out of capital. The previous 
“invisible exports,” represented by 
money spent by tourists and resident 
foreigners, have also dwindled to but a 
fraction of their normal levels. Here, 
too, the higher prices of France make 
competition difficult with countries 
whose nationals have to live on a 
depreciated currency or reduced per- 
sonal incomes. The deficit, therefore, 
is a matter of grave concern to French 
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economists. If France is unable to 


export goods in payment of its imports, 
‘+ will have to export gold, and a 
continued drain on gold reserves can 
only lead to inflation. 


Gold and Finances 


It must be pointed out in this con- 
nection that the amount of gold held by 
the Bank of France is no indication of 
French gold reserves. At the end of 
1g30 the gold reserves of the Bank 
amounted to 53.5 billion francs; they 
rose to 68.8 billions at the end of 1931, 
and to 83.3 billions at the end of 1932. 
But the reasons for this influx of gold 
are mainly psychological, and, as such, 
are pregnant with the menace of a 
reverse movement. The accumulation, 
similar to the accumulation of gold 
bserved in Holland, Belgium and 
Switzerland, was due to the transfer 
ff large amounts of short-term capital 
to France, where safety seemed to be 
guaranteed. The sentiments of the 
Bank of France with regard to this 
gold are similar to those of the Federal 
Reserve Bank of New York after 1925, 
when it received gold “‘with apprehen- 
sion and anxiety.” <A lowering of the 
rate of discount to 24% failed to check 
the influx. Being obliged to purchase 
gold presented to it at a certain rate, 
the Bank had no other way of prevent- 
ing accumulation. Incidentally, this 
accumulation contributed to the rise of 
prices, or at least to their maintenance 
ona high level. Being obliged to print 
notes or to create franc credits in return 
for the gold received, the Bank increased 
available credit, which, not correspond- 
ing to an increase of merchandise in 
circulation, drove prices up. While 
business was decreasing, circulation 
grew from 76 billion francs at the end 
of 1930 to 82.5 billion francs at the 


end of 1932, as compared with the 
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pre-war average of 12 billions (60 
billion present devalorized francs). 

According to present legislation, the 
Bank of France is obliged to have a 
gold cover of 35% with regard to all 
engagements at sight. This obviously 
means that, whereas every gold franc 
deposited with it creates three francs 
credit, every gold franc withdrawn 
destroys three francs of available credit. 
A rapid outflow of gold would, there- 
fore, cause a three times more rapid 
contraction of credit. Such an outflow 
might start any day. Indeed, it would 
seem that the tide has already turned. 
The Bank of France returns for Febru- 
ary 17, 1933, show 81.3 billion francs in 
gold, as compared with 83.3 billions on 
December 2, 1932, or a loss of about 2 
billion francs in two months. Gold 
cover, however, still amounted to 
77.67% of engagements at sight. 

Developments of the last three years 
are as follows: 


Go.tp AND ENGAGEMENTS 
(In millions of francs) 





Engage- 
ments at 


Sight 


Coins & 
Ingots 





101,639 
113,806 
106,951 


53,736 
68 , 863 


83,119 


Dec. 2, 1930 


Dec. 23, 1932 











ENGAGEMENTS AT SIGHT 
(In millions of francs) 





Current 
& Deposit 
Accounts 


Account 
of Sink- 
ing Fund 


Treasury 
Account 


Circula- 
tion 





10,076 
21,652 
21,823 


4,044 8,109 
337 5,561 
2,136 


78.937 
85,724 
83,119 195 


eg 
ec. 30, 1931 
Dec. 23, 1932. 

















The increase in circulation, especially 
in notes of high denominations, and the 
increase of current accounts obviously 
denote hoarding. Estimates of hoard- 
ing vary from 15 billion to 30 billion 
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francs. This is “‘national hoarding,” 
as compared with “international hoard- 
ing’’* resulting in the accumulation of 
foreign short-term money on the French 
money market and of gold in the Bank 
of France. 


Money Market and Banks 


Yet the abundance of funds and low 
interest rates did not stimulate the 
French securities market and were not 
even able to maintain it at previous 
levels. During 1931 the average of 
French State securities depreciated by 
3.85%; fixed interest securities de- 
preciated by 5% in 1931 and by 5.1% 
in 1932; variable interest securities, 
after losing 30% during 1930, lost 
another 40% in 1931 and, after further 
depreciation, closed at the end of 1932 
by 7% higher than at the beginning of 
the year. 

Although there was no distinct crash 
on the Paris market, similar to that of 
Wall Street in 1929, securities de- 
preciated steadily throughout this 
period, with the exception of a rally 
in 1932. ‘The absence of speculative 
profits has resulted in a further contrac- 
tion of spending power. The most 
serious consequence of depreciation, 
however, is the disappointment of the 
investing and saving public. It had 
in many cases invested during 1927, 
1928 and 1929, not so much in the 
hope of speculative gains as with a 
view to safe interest and capital ap- 
preciation; securities had been pur- 
chased at prices making the yield 
extremely small, as low as 1% or 2%. 
But companies announced good profits 
and, instead of increasing dividends on 
liberal scales, as most American com- 
panies did, placed huge sums aside for 





3 Thus, in spite of the deficit of the trade balance in 
1932, imports of gold and silver exceeded exports 
during that period by 1,128 million francs. 


reserves. ‘The investing public not yp. 
naturally considered these reserves to 
be an insurance for the continuation of 
dividends at established rates when 
profits might be smaller. When leap 
times came, however, the companies 
failed to live up to the expectations of 
the stockholders and instead cut thei; 
dividends. The resulting disappoint- 
ment of the investor is probably even a 
more serious factor in the present 
money market than that of the more 
enterprising speculator. Almost every 
venture of the bona fide investor into 
the market during the last four years 
has led to loss. Small wonder that he 
takes to hoarding as the safest form of 
“investment.” The fall of prices, 
which is definite though less marked 
than abroad (index of retail prices fell 
from 607 in 1930 to 535 in 1932, or 
12.3%), justifies the investor’s actions 
by giving him capital appreciation in 
the form of increased buying power. 

The tax returns on stock operations 
are an excellent illustration of the 
falling of business on the Bourse during 
three consecutive years, with a very 
slight improvement in 1932: 


Tax on Stock OPERATIONS 
(Monthly averages) 


Ns ac cca eaaatae oun 44.0 million francs 
SRE Er zy 4 
BINS nis Waimcme wpiea sa nee ae 8.5 " 5 
MOAR cecueccchienwseetenees 9.6 * = 


One of the brighter features of the 
French financial market is the absence 
of any spectacular bank failures. In 
spite of the depreciation of securities 
and consequent risk to collateral, and 
in spite of the difficulties in which 
many industrial enterprises found them- 
selves, the French banks have faced 
the crisis without too much damage. 

This is mainly due to the structure 
of the French banking system. ‘There 
are comparatively few small or “coun- 
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‘ry’ banks, and most of the operations 
are Ci ynducted on *“‘chain-banking”’ lines 


by the major financial institutions. 
These have branches throughout the 
ntry and offer depositors the safety 
the entire institution; whereas an 


ii 


CUU 


volume of business as the local branch 
establishment, could give only the 
smaller guaranty based on that busi- 
ness. The confidence of depositors 
was justified by the action taken by 
the Government in the case of the 
Banque Nationale de Credit; when 
this bank was in a dangerous position, 
the Government reorganized it and 


il 


protected the interests of depositors, 
who lost nothing in the operation. It 
is a current belief in France that the 
Government cannot permit one of 
the major institutions to fail, as the 
resulting panic would cause the closing 
f every other bank in the country and 
spread general ruin. The extreme cau- 
tion of the banks seems to justify the 
trust shown by the public. Thus, 
the Crédit Foncier de France main- 
tained its dividend for 1932 at the 
previous rate of 200 francs and showed 
profits of over 142 million francs, as 
compared with 126 million francs in 


IQ3I. 


The Present Situation and Outlook 


Although it has been seen from a 
detailed examination of the various 
branches of economic life in France 
that this country presents certain pecul- 
iarities determined both by its eco- 
nomic situation and by the psycholog- 
ical characteristics of its people, it is 
still evident that France does not, and 
cannot, remain outside the general 
trend of the world, as a certain school 
' thought would like it to do. It 
is evident that all measures of protec- 
tion taken with regard to imports are 
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in the final analysis a manifestation 
of that (possibly subconscious) desire 
to let France “‘stand aside” from world 
developments and maintain the status 
quo. In the economic world of today, 
it is impossible to satisfy this desire 
beyond a certain limit without seriously 
affecting the standard of living; no 
country can live on an entirely different 
basis from the rest of the world. 
Ultimately outside conditions will have 
such an influence on the inner life of 
the country that they can no longer be 
compensated by artificial measures. 
It is, therefore, no prophesy to say 
that France will not be able to remain 
an isle of higher prices in the midst of 
a deflated world. 

Such is the material aspect of de- 
pression. Through the necessity of 
protecting its industries, France has 
become the center of high prices. 
Foreign trade, shipping, industry and 
tourism have suffered. ‘The latter has 
dwindled so as to cause the practical 
disappearance of “‘invisible exports,” 
which were previously an important 
item. In order that French industries 
may once more be able to compete with 
foreign products either in foreign mar- 
kets or even at home, once tariff pro- 
tection has been even slightly lowered, 
a decrease in domestic prices is neces- 
sary. This can be obtained only in 
two ways: monetary inflation or eco- 
nomic deflation.‘ 

The prospect of either of these two 
unpleasant eventualities adds nothing 
to the outlook. Indeed, it is not 
unreasonable to believe that the crisis 
at present in France is to a great 
extent one of confidence, or “moral 

«The fact that on February 28, 1933, an “‘excep- 
tional tax’’ (equivalent to a cut) on salaries of civil 
servants was voted, would seem to indicate that 
France is going to attempt at least the second alter- 


native. Military expenditure was simultaneously 
cut by 508 million francs. 





’ 


depression.”” ‘Taxation is already very 
high and, ironically enough, on the 
up-grade, thus obviously adding to the 
cost of living and of production. Rail- 
road transportation, for antance, is 
subject to a tax of over 32%, as com- 
pared with 12% before the War. As 
soon as road transportation developed, 
it was subjected to additional taxation. 

It is this insidious manner in which 
any successful enterprise or trade is 
taxed that is one of the main reasons 
for discouragment. According to the 
Times (London), it is estimated that 
8% of the taxpayers are responsible 
for 52% of the direct taxes collected; 
only two million Frenchmen pay direct 
taxes; 80% of the direct taxes are paid 
by about 500,000 persons. Another 
significant instance of such discrimina- 
tory socialistic legislation is offered by 
the wine-merchandising regulations, 
which subject to special limitations 
owners of 400 hectares or over; these 
regulations not only impose a hardship 
on this class of taxpayers, but they are 
completely ineffective, inasmuch as 
the persons aimed at represent only 
about 1% of the wine growers. 

High taxation is all the more dis- 
couraging, because there seems to be 
no prospect of decrease in the near 
future. The budget has grown from 
5 billion francs in 1913 to 70 billion 
francs (25 billion pre-war gold francs) 
at present. The public debt has 
reached over 300 billion francs.> In- 
stead of bringing high returns, high 
taxes are exhausting the taxable matter. 
The budget has presented many diff- 
culties, and it is still to be seen 
whether the estimated returns will be 





‘Outstanding Bons de la Défense Nationale 
amount to 27 billion francs; outstanding Treasury 
bills another 11 to 15 billions. This is the floating 


debt. 
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attained; it must be remembered tha; 
during the last nine months of 1932, 
average monthly fiscal returns fel] 
short of estimates by 14.4%. And 
an unbalanced, or even only doubtfy| 
budget, growing taxation, and a deficj- 
tary trade balance offer no reasons for 
“confidence.” 

Without in any way delving into 
politics, it must also be pointed out 
that the international situation of 
France gives Frenchmen no reasons for 
confidence in the future of their coun- 
try. With the power in Germany and 
Italy in the hands of irreconcilable 
nationalists, in not an_ altogether 
friendly mood, French business men 
and investors feel keenly the isolation 
of France and have no reasons for 
optimism. ‘The question as to whether 
their apprehensions are justified is 
entirely beyond the point. What is 
of interest from the economic viewpoint 
is the fact that such fears exist on a 
large scale. 

France at present has passed through 
a definite chapter of its economic 
history. It has endeavored to face 
depression by isolating its market. 
It has become an isle of high prices, 
unable to export or to import. ‘There 
is a general lack of confidence. How 
and when, or even whether, it will be 
able to restore this confidence, is a 
matter of politics more than economics, 
in spite of the primary importance of 
this factor to economic life. At present 
France is entering a new chapter of 
its economic history. Unless world 
prices rise rapidly, there will be only 
the already mentioned alternative for 
France—inflation of currency, or defla- 
tion of prices and primarily of the 
budget and taxation. But this will 
be a new chapter altogether, and it is 
scarcely possible to make any forecasts. 
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TREASURY BILLS 
By BELMONT TOWBIN 


N June 17, 1929, Congress, at 
the suggestion of the Treasury 
Department, placed at the dis- 

posal of that department a new type of 
security called treasury bills, to be 
used in raising short-term funds. Dur- 
ing the past four years these bills have 
been used with great success by the 
Government and have become an im- 
portant item in the short-term money 
market. Inasmuch as the utilization of 
this security is comparatively new and 
little has been written on the subject, 
it is proposed in this article to give a 
short explanation of its use, pointing 


out its advantages to the Treasury, to 
the money market and to the investor. 


Short-term Financing Before the Use of 
Treasury Bills 


Prior to the use of treasury bills the 
Government secured any short-term 
funds that it might need by the sale of 
certificates of indebtedness on “quarter 
dates”; that is, on March 15, June 15, 
September 15, or December 15. 

Some time before each of these dates 
the Treasury would calculate the 
amount of short-term funds it would 
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need to carry it over until the next 
“quarter date.” As the certificates 
had to be sold at par, the Treasury 
Department would judge at what rate 
the market would absorb the issue and 
then would fix a coupon rate at that 
figure. 

Typically, the certificates would be 
absorbed by the banks, which would 
pay for them by creating deposit 
accounts for the Government. The 
Government would draw on these as it 
needed the funds. No reserves were 
required against these credits directly, 
but banks eligible to be Federal depos- 
itaries were required to furnish certain 
securities as collateral. The banks 
would pay interest on the deposits at a 
rate fixed by the Treasury, a rate which 
was always below the coupon rate on the 
certificates. In essence, the difference 
between the deposit rate and the coupon 
rate when applied to the deposit balance 
might be considered an underwriting 
profit accruing to the banks for absorb- 
ing the issue.! 





1 Calculation of the Underwriting Profit on $1,000 
of Certificates. Issue—TS1930; Issued—Dec. 15, 
1929; Maturity—Sept. 15, 1930. 

On this issue the coupon rate was 344%; interest 
paid on deposits at this time was 2%. The under- 
writing profit, therefore, was 144% on the amount 
the Government had on deposit, or what might be 
considered the amount of certificates the bank pur- 
chased without any cash outlay. 





Deposit Deposit Calls* Profit @ 14 % 





| | 
$1,000.00 |12/24/290— 8% $1,000.00 for 9 days $0.28 








920.00 |12/31/29—12 % 920.00 7 0.20 
809 .60 1/ 3/30—20 % —a——_— 2» = 0.08 
647.68 | 1/ 7/30—30 % 647.68 “ 4 0.08 
453.38 | 1/10/30—12}4 %| 453.38 “ 3 0.04 
390.71 1/21/30—10 % 206.73 “™ 13 0.11 
357.04 | 2/ 4/30—50 % 357.04 “* 14 0.16 
178.52 | 2/ 7/30—50% e.480 " 2 0.01 
89.26 2/13/30—50 % 89.26 “ 6 0.02 
44.63 | 3/ 4/30—Bal- 44.63 “ 19 0.02 

| ance 

Total underwriting profit..... seca. 0 





* The percentages called are based not on the original 
deposit but on the balance remaining in the account after 
previous calls have been paid. See Ebersole, J. F., Bank 
Management. New York: McGraw-Hill Book Company, 
Inc., 1931, p. 345. 


Thus, the underwriting profit on $1,000 of this 


This certificate method of short. 
term financing was perfected during the 
World War and has been used with 
admirable success since that time. | 
has eliminated favoritism in the al. 
location of Government deposits. |; 
has helped, somewhat, to smooth dis- 
turbances in the money markets on 
“quarter dates” in that the certificates 
mature at about the time that with- 
drawals are being made for income- 
tax payments. Finally, this method 
of short-term financing has become a 
commonplace among bankers; they 
have had over ten years in which to 
perfect the operations. 


The Treasury Bills 


The new bills were designed not to 
take the place of the certificates of 
indebtedness but to supplement them 
in the field of short-term borrowing. 
The certificates are now used for 
borrowings of three months to one year; 
the bills, generally, for three months 
but at times for shorter periods. 

The treasury bills are sold in bearer 
form only and, at present, in denomina- 
tions of $1,000, $10,000, $100,000, 
$500,000, and $1,000,000. 

They are exempt from all taxation 
(except estate and inheritance taxes); 
in addition, the profits on their sale are 
tax exempt (losses, therefore, are not 
deductible). 

They are sold without interest on a 
bank discount basis to the _ highest 
bidders. 

Unlike the certificates of indebtedness 
the treasury bills must be paid for 
immediately in cash or its equivalent. 





issue was $1 or Ko of 1%. 

It is apparent that the size of the profit is depend- 
ent on the spread between the coupon rate on the 
certificate and the interest paid on the deposits, and 
upon the length of time the account remains with 


the bank. 
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The bills are usually purchased by 
jealers in Government securities and 
by large banks. Such bidders may 
jecide on a price at which they think 
the bills will be sold and then enter a 
series of bids above and below that 
orice. By sending in a series of bids 
instead of a single one, there is a greater 
chance that the average price paid for 
the block of securities received will 
tend to approximate the average price 
of the entire issue. 


Advantages to the Government 


Savings in Interest Costs.—Certif- 
icates of indebtedness are by custom 
issued only on “quarter dates.”’ There- 
fore, under the old method, when all 
short-term financing was carried on by 
the use of certificates, the Government 
might hold during the early part of the 
quarter large unused balances, the 
interest on which was below the interest 
rate on the certificates sold. Because 
the treasury bills must be paid for in 
cash and because they can be sold at 
any time, the Government can work 
with smaller deposits. 

Since the “‘quarter date” might be 
one of money stringency, and since the 
Treasury need not do its entire quarter’s 
financing at that time, a_ possible 
additional saving for the Government is 
afforded. For example, on March 15, 
1933, during the midst of a banking 
crisis, the Government sold 4% and 
4!4% certificates of indebtedness. A 
week and a half later, when conditions 
were rapidly approaching normal, it 
sold some treasury bills on a 1.72% 
basis. Under the old method, this 
financing might well have been in- 
cluded on the fifteenth of the month 
at the 4% and 414% rates. 

Easing the Task of the Treasury 
Department.—Because by law the certif- 
icates of indebtedness have to be sold 
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at par, the Treasury Department has 
the difficult task of setting the coupon 
rate at such a point that the entire 
issue will be absorbed, and at the same 
time of securing the lowest rate of 
interest for the Government. It is a 
task that requires very accurate judg- 
ment. ‘The treasury bills are an aid to 
the department in that they permit 
smaller issues of certificates on “quarter 
dates’’; and since they are sold without 
interest on a discount basis, the job of 
setting the rate is shifted from the 
department to the money market itself. 
This new means of financing lessens 
the Treasury’s need for making very 
exact forecasts of its short-term de- 
mands for funds. Eventually it might 
well be that this Government, like the 
British, will have small amounts of 
maturities coming due almost daily 
which will be met either out of monies 
on hand or through the sale of more 
bills. Thus, operations could be car- 
ried on a hand-to-mouth basis, with 
borrowings and balances kept at a 
minimum, and interest costs set by the 
competitive forces of the market. 


Advantages to the Money Market 


The United States Government’s 
payments, collections and borrowings, 
because of the size of the items in- 
volved, are very important factors 
affecting the supply and demand of 
funds in the money market. On “quar- 
ter dates” large amounts of short-term 
government securities mature, others 
are floated, and income taxes are paid. 
Prior to the use of treasury bills, the 
Treasury concentrated all its short-term 
financial operations on these dates, 
causing at times sharp disturbances in 
the money market due to the large 
transfers of funds. 

For the sake of clarity it might be 
well to cite an example of what is 
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meant by “‘a money-market disturbance 
caused by Government operations.”’ 
On March 15, 1930, treasury bills then 
being still a minor factor in short-term 
government finance, the Government 
sold about half a billion dollars of cer- 
tificates of indebtedness. This caused 
a sharp increase in bank deposits.? 
In addition, on the same date there 
matured a substantial amount of short- 
term obligations. Since income-tax 
payments are not actually collected 
until a few days after the fifteenth, 
and it is part of the understanding 
that the payments for certificates are 
not to be made in cash but in deposits, 
it was necessary for the Treasury to 
borrow from the Federal Reserve Bank 
large sums to pay off the maturing 
obligations. It may be seen, therefore, 
that for the period of a few days be- 
tween the fifteenth and the actual 
collection of income taxes there existed 
a temporary abundance of bank funds, 
caused by payment of maturing obliga- 
tions while the income-tax checks were 
in the process of collection. Usually 
the member banks are sufficiently in- 
debted at the Reserve banks so that 
most of these temporary funds are used 
to pay off their loans, but on March 
15, 1930, the funds were thrown into 
the short-term money market. Thus, 
between March 15 and March 19, 
bankers’ acceptance rates fell from 
314%-314% to 254%-214% and call 
loans during the same period dropped 
from314%to2%.* Afterthetwentieth 
of the month, rates again returned to 
approximately their former position. 
This real “disturbance” in the money 
market was undoubtedly caused by the 
Government’s financial operations. It 
may be well to note that this temporary 





See method of paying for certificates explained 
above, footnote 1. 
3 New York Times, March 16 to 20, 1930. 


ease in money conditions provided an 
initial impetus to a substantial period of 
stock-market speculation which cul- 
minated in a crisis in the latter part of 
April. 

The treasury bill, by giving the 
Government more flexibility in its 
operations, offers the treasury officials 
a better opportunity to avoid such 
occurrences. For example, since the 
bills must be paid for in cash, the 
Government can raise immediate funds 
without resorting to the Federal Re- 
serve banks. Moreover, the bills can 
be made to mature on about the dates 
of actual tax collections rather than on 
the nominal dates of tax payments, as 
is the established custom with the 
certificates of indebtedness. Thus, pri- 
marily by giving the Treasury Depart- 
ment more elasticity in its financial 
actions the creation of the treasury bill 
is a factor making for smoother oper- 
ation of the short-term money market. 


Advantages to the Investor 


In the treasury bill there is available 
a premier, very liquid, short-term, 
government security in a series of 
maturities. A choice of maturities is 
an advantage to the investor in that 
liquidity can be obtained without re- 
sorting to the sale of the security, which 
involves a commission or, in the case 
of short-term issues, the spread between 
the bid and asked prices. In other 
words, the investor has now available 
a government risk in a form and choice 
of maturities previously obtainable only 
in acceptances and commercial paper. 

The treasury bills are unlike other 
government obligations as regards the 
tax feature. Not only are the principal 





“On April 5, 1933, treasury bills were maturing 
in 1933 on the following dates: April 12, 19, 26; 
May 10, 17, 24, 31; June 7, 21, 28, and July 15. 

Source: New York Times, April 6, 1933. 
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| interest free from taxation, but also’ 


the profit on their sale is exempt. 
Such a profit would arise through the 
resale of some bills at a time when 


: While this 
additional tax feature might not be 
important in dollars and cents, it 
does simplify the holder’s bookkeeping 
and accounting problem. 

To dealers in government securities 
this saving, of course, is rather impor- 
tant. It means that the profit they 
make trading in bills is not included in 
their taxable income. 


interest rates were falling.® 


Conclusion 


In view of the many advantages 
attributed to treasury bills the question 
might well be asked, Why do they not 
supplant the certificate of indebtedness 
entirely? The answer is to be found 
among the principles of conservative 





‘For example, if one purchased $1,000 of go-day 
bills on a 4% discount basis, the cost would be 
approximately $990. If at the end of 45 days 
interest rates had fallen to 3% and the bills were sold, 
the amount received would be about $996.25. The 
difference, $6.25, would be made up of $5 interest for 
holding the bills 45 days and $1.25 profit arising out 
of the change in interest rates. 


TREASURY BILLS 










Sil 


finance; first, it is advisable to have 
available more than one method of 
obtaining funds; and second, it is well 
not to discard a useful and workable 
means of financing until it is certain 
that the new method available will 
operate under all conditions. 

A fundamental difference between 
the certificate of indebtedness and the 
treasury bill is that in the one case 
the issue is, in essence, underwritten 
by the banks, while in the latter in- 
stance the issue is sold at auction to 
dealers and investors. During the past 
four years there have been available 
such large amounts of short-term funds 
and the Government’s credit has been 
in such high standing that the Treasury 
has been able with little difficulty to 
sell any amount of bills it desired. 
Whether the credit of the United States 
will always be strong enough to secure 
short-term funds without the direct 
aid of the banks only the future can 
tell. The Treasury, therefore, is un- 
doubtedly following a wise policy in 
using the bills merely to supplement 
the certificates rather than to scrap 
entirely a device which has worked so 
well under a variety of conditions. 











SIGNIFICANCE OF CAR-CARRYING SHIPS 
By GORDON F. GARDNER 


HE use of specially constructed 

freighters for the transportation 

of loaded freight cars is a com- 
paratively recent development in 
transportation technique. It is a de- 
velopment which constitutes not only a 
refinement of freight-handling methods, 
but in many respects a radical de- 
parture from this long-established 
practice. The service offered by car- 
carrying ships is of particular interest 
to carriers and shippers dealing with 
freight which requires a combined rail- 
water haul. The new type of ship is 
also worthy of general attention because 
the basic idea involved is subject to 
further application in both this and 
other branches of our transportation 
system. An illustration is afforded 
by the very recent development of 
rail equipment with detachable con- 
tainer sections designed to effect coordi- 
nation between rail and_ trucking 
facilities.! Reduction of the handling 
time and of the expense, incident to 
transferring freight between agencies, is 
sought in both cases. Terminal in- 
efficiency is one of the greatest weak- 
nesses in our present transportation 
system. An appraisal of the future 
potentialities of car-carrying ships re- 
quires a careful examination of the way 
in which they seek to meet this trans- 
portation problem. 


Ships and Freight-handling 


Procedure 


Seatrain 


The first car-carrying ship, Seatrain 
New Orleans, was put in service be- 





1See Cunningham, Ross M., “‘The Steel Container 
as a Method of Handling Freight,” VIII nwarvarp 
BUSINESS REVIEW 3, April, 1930, p. 329. 


tween New Orleans and Havana in 
January, 1929, by the Over-Seas Rail- 
ways, Inc., whose corporate name has 
since been changed to Seatrain Lines, 
Inc. In October, 1932, after nearly 
four years of successful operation, the 
company placed two new ships, Sea- 
train New York and Seatrain Havana, 
in service between New York and New 
Orleans via Havana. The Seatrain 
New Orleans has a capacity of 95 loaded 
cars and a speed of 11 knots per hour. 
The capacity of the new ships has been 
increased to 100 cars and their speed to 
1614 knots, which gives them the dis- 
tinction of being the fastest freighters in 
the world. Approximately a mile of 
standard gauge track is laid on the three 
decks and superstructure of a Seatrain 
vessel. ‘The vessel has one large hatch 
amidships, whereas the ordinary cargo 
freighter of equal size has at least two 
and usually four smaller hatchways. 
One deck of the vessel is specially 
equipped to give complete refrigeration 
service to cars loaded with perishable 
commodities. 

The method of loading and discharg- 
ing cargo is briefly as follows. A car 
is run onto a platform or cradle which is 
picked up by a 11o-ton dock crane, 
hoisted to the hatchway of the vessel 
and lowered to the desired deck. When 
the cradle is in place, its rails coincide 
with the deck rails, thereby allowing the 
car to be shunted into its proper place 
by a steam-driven car-hauling gear. 
When in place, its wheels are locked 
to the tracks, and jacks are then placed 
under the car to relieve the springs of 
the weight. Chains are placed over the 


car to fasten it firmly down upon the 
512 
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‘acks and to prevent any shifting during 
the voyage. The last cars to be loaded 
-emain on the loading cradles, which 
serve as hatch covers. Cars can be 
handled by this method at the rate of 
three minutes per car, thereby allowing 
the vessel to be completely unloaded 
and reloaded in approximately ten 
hours. This type of ship need remain 
in port only one day, whereas the usual 
cargo vessel must spend from four to 


six days in port. 


Economy and Quality of Service Offered 


The Seatrain method of handling 
freight offers many economies. It has 
been found that the average minimum 
expense of loading and unloading a 
railroad car of freight at a steamship 
terminal is 5o¢ a ton ateachend. The 
new method of freight handling com- 
pletely eliminates these operations, 
thereby affording a saving of $9 to 
$25 per car at each terminal.? Labor- 
handling cost is lowered still further by 
educing the amount of necessary steve- 
doring to a minimum. Sixteen men 
serving the big loading crane can handle 
freight at the rate of 400 tons an hour, 
which amounts to 25 tons per man hour. 
The normal type of cargo ship is able 
to load or unload only 30 tons per hatch 
per hour and will require the services of 
a complete stevedore crew of eighteen 
men.’ At this rate only 1.66 tons are 
handled per man hour as against 25 
for a Seatrain ship. Using the typical 
stevedore wage rate of 80¢ per hour we 
find that per ton costs of stevedoring are 
reduced from approximately 48¢ to 
3.2¢. This represents an average sav- 


Tr 


* Freight-car capacity varies from 18 to as high as 
) tons. Railroad statistics indicate an average 
paying load of 40 tons, but this average is heavily 
fluenced by the large coal tonnage carried. It is 
elieved that an average of about 20 tons is more 
typical of the Seatrain type of traffic. 
> Marine News, December, 1932, p. 41. 





ing of $18 a car at each end of the 
voyage. A small portion of these 
savings is offset by a car rental expense 
of about $1 per day percar. Although 
the new method calls for special loading 
cranes, this added expense is more 
than offset by eliminating the need for 
expensive superstructures and ware- 
housing facilities at the pier. 

Many savings accrue from the fact 
that the car itself forms the package; 
therefore the goods do not need to be 
disturbed between the point of origin 
and final destination. Lower insurance 
rates are available because possible 
losses from pilferage, handling damage 
and contamination are minimized. In 
three years the Seatrain New Orleans 
furnished over 40 million ton miles of 
transportation without incurring any 
damage claims. ‘To shippers, this cred- 
itable record means more than mere 
reduction in insurance rates. Insur- 
ance does not protect against possible 
loss of the vendee’s goodwill resulting 
from the inconvenience of delay and 
does not always cover the money loss 
involved. 

By using the freight car as the con- 
tainer, the usual expensive heavy export 
packing becomes unnecessary. Also, 
freight charges and customs duties are 
reduced where tariffs are based on gross 
weight which includes the weight of the 
packing. 

A quick turn-around is made possible 
by the speed with which freight is 
transferred at terminals. This in- 
creases the vessel’s ratio of carrying or 
earning time to idle port time. It 
might be expected that per ton costs 
of vessel operation would be reduced 
since the overhead for a given period 
can be spread over more trips. It 
must be recognized, however, that the 
freight-car method of stowing cargo 
in the vessel leaves a large portion of 
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lost space. This question of space 
utilization is dealt with more fully on a 
later page. Suffice it to say, at this 
point, that the degree to which the 
waste of lost space offsets the economies 
of rapid turn-arounds, depends in large 
measure on the length of the water 
haul involved. The rapidity of turn- 
around is of major importance to short 
haul traffic of less than 1,000 miles but 
becomes of less significance as the 
length of the haul increases. 

The type of economies afforded by 
car-carrying ships has been outlined. 
Unfortunately cost information is not 
available to indicate how large the 
actual savings have been. That the 
Seatrain New Orleans produced sub- 
stantial economies is evident from the 
fact that it quoted rates considerably 
below the old established rates on New 
Orleans-Havana traffic and still made 
profits during a period when most ship 
lines were operating “‘in the red.” 

Car-carrying ships also offer advan- 
tages over regular cargo ships from the 
standpoint of quality of service ren- 
dered. The overall transit time is 
shortened by expediting transfers at 
terminals. Preparation of the goods 
for shipment is simplified by eliminating 
the need for special export packing. 
Better protection from loss and damage 
is given, and special treatment, such as 
refrigeration and ventilation, is made 
available to commodities while at sea. 


Traffic Results 


In the past three years the Seatrain 
New Orleans has carried more tonnage 
between New Orleans and Havana than 
the three competing shipping lines. 
This tonnage was made up of traffic 
formerly handled by the older lines and 
a considerable volume of completely 
new trafic. The savings in _ sail, 
steamer and terminal charges made it 


economically possible to transport many 
commodities which formerly could not 
be so transported. The Seatrain jp. 
augurated shipment of coke to Cuba. 
The returning gondolas brought man- 
ganese to Birmingham mills from 
Cuban ore deposits which were up- 
profitably mined under previous trans- 
portation costs. Traffic in perishable 
commodities was stimulated by the 
refrigeration service and the greater 
speed offered. Liquids transported in 
tank cars‘ represent one of the largest 
traffic items. Lard, cottonseed oil, 
acids, gasoline, kerosene, lubricating 
oils and greases are moved in this way 
to Cuba. The tank cars are cleaned 
and loaded with molasses to be brought 
back to the cattle-feed manufacturers 
in the Middle West. Grain, salt and 
other items are shipped in bulk without 
being put into bags. As might be 
expected, the greatest traffic expansion 
has been in those commodities which 
are difficult and expensive to handle at 
terminals. 

By extending the service to New 
York, the Seatrain company is entering 
a traffic field in which both the type 
of competition and the commodities 
carried differ somewhat from the New 
Orleans-Havana traffic. Though Ha- 
vana is included on the schedule, the 
major traffic will probably be between 
the New York and New Orleans areas. 
Since this traffic can go by either rail 
or water, it is necessary to consider 
the service offered by both these exist- 
ing facilities in order to appraise the 
potentialities of the new ships on this 
trade route. The rail lines compete 
most successfully for the small portion 
of the traffic in which speed rather 
than cost is the major consideration. 





*See Skerrett, R. G., “Economic Significance of 
the Tank Car,” X HARVARD BUSINESS REVIEW 4, 
July, 1932, p. 461. 








The ne 
type © 
their ™ 
other V 


which | 
be expe 
betwee! 
they W 
same ge 
are diff 


terminé 


Load 
carried 
East C 
such a 
Havan: 
carryin 
expens! 
at ter! 
loaded 
more e 
ship. 
since | 
from t 
the fer 
ferries 
the Sez 
only 2! 
operati 
a per 
either 
cargo 
the pr: 
of two 
Only 
the sa’ 
the hig 


Lin 


Car- 
wider 
ferries 
limitir 
connec 
ing in 











The new ships may compete for this 
type of trafic to some extent, but 
-heir main competition will be with 
ther water lines. The commodities 
which the new ships will carry may 
be expected to differ from those carried 
between Cuba and New Orleans, but 
they will unquestionably be of the 
same general type; namely, those which 
are difficult and expensive to handle at 


terminals. 
Car Ferries 


Loaded freight cars can also be 
carried on car ferries. The Florida 
East Coast Railway has maintained 
such a service between Key West and 
Havana for many years. Like car- 
carrying ships, these ferries avoid the 
expensive piecemeal handling of freight 
at terminals. In fact they can be 
loaded and unloaded even faster and 
more economically than a car-carrying 
ship. No loading crane is required 
since the cars can be run directly 
from the dock onto the single deck of 
the ferry. The size and cost of such 
ferries are approximately the same as 
the Seatrain ships but their capacity is 
only 28 cars. As a result, the cost of 
operating the vessels, when reduced to 
a per ton basis, is much higher than 
either car-carrying ships or regular 
cargo freighters. This factor limits 
the practical use of car ferries to traffic 
of two or three hundred miles or less. 
Only on this very short haul traffic do 
the savings in terminal expenses offset 
the high per ton costs of vessel operation. 


Limitations of Car-carrying Ships 
Car-carrying ships have a much 
wider range of usefulness than car 
lerries, but they too have certain 
limiting features. They serve as a 


connecting link between railroads us- 
Since 


ing interchangeable equipment. 
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most of the railroads of European and 
South American countries do not have 
the same gauge as our railroads, the 
trafic between the United States and 
these countries is closed to car-carrying 


ships. The United States, Canada, 
Mexico and Cuba all have standard 
gauge railroads with interchangeable 
equipment. The traffic between the 
ports of these countries offers a substan- 
tial field for car-carrying ships. 

The great weakness of car-carrying 
ships is the fact that the freight-car 
method of stowing freight leaves a 
large portion of lost space. Only 100 
cars can be carried. Since the average 
paying load runs about 20 tons per car, 
the vessel’s capacity is roughly 2,000 
tons. A regular cargo ship of the same 
dimensions can easily carry at least 
four times this amount of paying cargo. 
Some space is lost between the rows of 
tracks, but the greatest loss results from 
the fact that the railroad car itself is not 
an efficient container. A standard box 
car takes up 6,095 cubic feet but con- 
tains only 3,098 cubic feet of space for 
freight. This represents a carrying 
efficiency of only 51% on a space 
stowage basis. A further inherent 
weakness of the freight car as a con- 
tainer is its weight. A standard box 
car weighs 45,000 pounds and has a 
load limit of g0,000 pounds. Inas- 
much as it seldom carries more than 
45,000 pounds, its carrying efficiency 
on a weight basis is around 50%. 

The expense and the time consumed 
in transferring freight at steamship 
terminals is a transportation problem 
upon which car-carrying ships have 
made a very creditable attack, but in 
doing so ship-carrying efficiency has 
suffered materially. On short hauls the 
higher terminal efficiency more than 
outweighs the weakness of lowered 
carrying efficiency. As the length of 
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the haul increases, terminal expenses 
form a smaller and smaller proportion 
of the total transportation cost, and 
carrying cost assumes greater impor- 
tance. It is not possible to determine 
the exact point at which the added 
expense of low carrying efficiency offsets 
the economies of terminal efficiency. 
On hauls up to 600 miles a car-carry- 
ing ship can make four or more trips to 
one regular trip of a freighter. It has 
been found that the cost of vessels lying 
at docks paying wharfage is virtually as 
great as when at sea burning fuel. 
Hence, on hauls of 600 miles or less 
the saving in port time alone offsets the 
weakness of 25% carrying efficiency. 
The large saving made in terminal 
expense considerably increases the 
length of haul which a car-carrying 
ship can make advantageously. This 
type of ship probably has a competitive 
cost advantage over regular cargo ves- 
sels on hauls up to 2,500 miles. On 
hauls of much longer length it un- 
doubtedly is at a disadvantage. 


Regulation Dilemma 


A disturbing influence is generally 
created by the entrance of improved 
methods and facilities into any industry. 
This is particularly true in the case of 
transportation, where existing facilities 
representing huge capital expenditures 
are more than adequate to take care of 
present traffic volume. The following 
excerpt taken from a recent hearing 
before the Interstate Commerce Com- 
mission indicates how upsetting the 
competition of car-carrying ships can 
be: 

When the Over-Seas Railways, Inc., be- 
gan operations it was invited to become a 
member of the Gulf and South Atlantic- 
Havana Steamship Conference, but instead 
of doing so it started a rate war in which it 


published no tariffs but repeatedly reduced 
rates on traffic regarded as attractive, made 


specia! allowances to shippers and, as P 
consequence of this policy, the conference 
ceased to function as an organization {o, 
the discussion of rates and the publication 
of tariffs.® 


It is not surprising that railroads and 
shipping lines operating in the New 
York-New Orleans trade became 
alarmed when Seatrain Lines, Inc., 
announced its intention to enter this 
trade route with its two new ships in 
the fall of 1932. Strong opposition was 
raised and investigations were started 
by both the United States Shipping 
Board and the Interstate Commerce 
Commission. One of the main features 
of the Shipping Board investigation 
centers around the fact that the ships 
were constructed with the aid of $2,400,- 
ooo Federal funds, loaned with the 
understanding that the ships would be 
used in foreign trade. Owners claim 
that the inclusion of Havana on the 
schedule fulfills this requirement, while 
opponents contend that the spirit of the 
loan contract has been violated. One 
of the main controversies with which 
the Interstate Commerce Commission is 
dealing is whether or not the Seatrain 
ships are an extension of rail service. 
Opponents of the new service contend 
that the ships are merely an extension of 
rail rates. The right of the Seatrain 
ships to use railroad cars has also been 
questioned. Seatrain Lines, Inc., pays 
the usual car rental, but that rental 
is set on a cost basis with the expecta- 
tion that there will be mutual inter- 
change of equipment between railroad 
lines. Since Seatrain owns no freight 
cars, there can be no reciprocity. It 





5I. C. C. Report No. 24119. Statement made by 
Commissioner Farrel. 

6 Seatrain works under Car Service, Per Diem and 
Master Car Builders’ rules of the American Railroad 
Association. For the use of freight cars it pays an 
amount established as a reasonable rental. Usual 
rental is about $1 per day per car. 
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been contended that the Seatrain 
mpany should either acquire some 
‘equipment or pay a sufficient 
atal to allow the owner railroad to 
-ealize a profit on the use of its cars. 
\ partial answer to this contention 
‘in the fact that cars are subjected 
much less wear and tear when used 
Seatrain Lines, Inc., than when 
ised by a railroad. The cost of the 
car's use should be less and may afford 
the owning railroad some profit on 
the basis of the established rental. 
What the final decisions on these 
issues will be still remains a matter of 
conjecture. This much may be said, 
however, that since the car-carrying 
method of handling freight combines 
safety, speed and economy, the ultimate 
decisions are not likely to prevent the 
new ships from competing though they 
may have an effect on the future rate of 
development of car-carrying ships. If 
regulatory control is applied, the intro- 
duction of these ships is likely to take 
place more slowly than under com- 


pletely free competition. 


YT) 
Ad 
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Effect of Equipment Changes 


In making an appraisal of the future 
potentialities of car-carrying ships, one 
of the most important considerations is 
the possible changes which may take 
place in railroad equipment. Change 
and improvement in our rail equipment 
has taken place at a very slow rate 
inthe past. Many people feel that ex- 
isting railroad equipment and methods 
are inflexible and have failed to keep 
pace with traffic needs. They feel that 
this backwardness in large measure 
accounts for the present plight of our 
rail lines. It is frequently pointed out 
that there is little excuse for railroad 


equipment being as heavy and cumber- 
some as it is, in view of the advances 
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that have been made in perfecting 
strong light-weight metals. 

On the other hand, it should be 
recognized that the requirements of 
freight equipment with respect to struc- 
tural strength have become more and 
more stringent. One of the most effec- 
tive means of holding down ton-mile 
costs is to increase the size of each 
train unit. Freight trains are now 
typically running with go to I00 cars, 
with as high as 165 under favorable 
conditions. This has _ necessitated 
equipment with greater structural 
strength to withstand the increased 
tractive strains. ‘Though light-weight 
metals have been perfected which might 
afford the necessary structural strength, 
their cost is still so high as to pro- 
hibit extensive application at present. 
A successful shift to lighter metals 
is already apparent in passenger equip- 
ment, but it will probably be a number 
of years before this development takes 
place in the field of freight equipment. 
There are, however, other types of 
change in freight equipment and han- 
dling methods which may reasonably 
take place in the very near future. 

One of the most promising develop- 
ments, and one which may have far- 
reaching effect, is the perfection 
and adoption of container sections. 
Greater flexibility to meet changing 
trafic requirements is offered by con- 
tainer section equipment than by the 
existing railequipment. Container sec- 
tions can be designed to handle all 
types of freight just as railroad cars 
have been so designed in the past. 
The car-load as a unit of distribution 
in this country has proved too large for 
many purposes. The main advantages 
of containers lie in the fact that their 
smaller size is a better unit of distribu- 
tion and their use avoids the piecemeal 
handling of freight at terminals. One 
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type of container section already in use 
weighs 3,000 pounds and carries a 
normal load of 7,000 to 10,000 pounds. 
Six of these fit on a standard railroad 
chassis. Light hoisting equipment at 
terminals will transfer the containers 
to trucks for delivery to the consignee’s 
plant or warehouse. Sponsors of this 
type of equipment claim that it allows 
coordination of truck and rail facilities 
in such a way as to utilize the economies 
of both forms of transportation. 

The container described above has a 
carrying efficiency on a weight basis of 
70% or more. Its efficiency on a 
space stowage basis is even higher. 
Such containers could be loaded in a 
ship in such a way as to utilize the space 
far more efficiently than railroad cars. 
Both car-carrying ships and regular 
cargo freighters could be converted to 
carry this new type of rail equipment. 
However, ships with the Seatrain type 
of construction could not be loaded and 
unloaded as economically as the usual 
type of cargo vessel. The Seatrain 
type of ship would suffer from the fact 
that it has only one hatchway. Al- 
though the new freight units would be 
smaller and lighter, they could not be 
handled much faster than full-sized 
railroad cars. Hence, both loading 
time and expense would be increased. 
The container method of freight han- 
dling calls for a vessel whose hold and 
decks have been specially designed for 
the stowage of containers, and these 
decks should be served by several 


hatchways that can be worked simul. 
taneously. Such a ship will POssess 
both high terminal efficiency and high 
carrying efficiency. 


Summary and Conclusion 


Car-carrying ships have gone fa; 
toward solving the problem of increas. 
ing terminal efficiency by replacing the 
wasteful piecemeal method of freight 
handling with the freight-car method. 
However, the economies effected have 
been partially offset by lowered carry- 
ing efficiency resulting from the fact 
that the stowage of railroad cars 
does not permit high utilization of 
cargo space. Perfection and _ wide- 
spread adoption of improved rail equip- 
ment of the container section type 
will overcome this weakness but wil! 
call for a ship of quite different design. 
Car-carrying ships may reasonably be 
regarded as a transitional step. Their 
real significance lies in the fact that 
they represent one of the first applica- 
tions of a new and sound concept of 
freight handling. Howsoon these ships 
will be superseded by a changed ship 
design depends upon the speed with 
which railroads adopt the container 
method of handling freight. Unwill- 
ingness to scrap existing facilities will 
have a retarding effect. However, the 
necessity of reducing handling costs is 
becoming so urgent that major changes 
in equipment and methods may very 
possibly take place in the near future. 
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retail competition is that be- 

tween the different types of 
retail outlets in selling the same com- 
modity. Retailers are gravely con- 
cerned with this situation. In the 
first place, the commodity may be 
distributed at lower cost by the newer 
type of outlet, which predicates higher 
profit margins. Secondly, the product 
may be handled as a related line by 
which the new type of outlet hopes to 
cover part of the overhead expenses, 
without expecting a net profit. This 
will, of course, cut into the business 
of retailers who depend upon the sale of 
that commodity for an important part 
of their volume. Thirdly, the situation 
may be indicative of changes or poten- 
tial changes in consumers’ buying 
habits, which would affect permanently 
the volume distributed by the various 
retail outlets. 

There are several excellent examples 
of products in the sale of which com- 
petition between different types of 
retail outlets arises. Cigarettes are 
sold through cigar stores, drug stores, 
grocery stores, restaurants, department 
stores, news dealers and filling stations. 
Motor oil, a major line distributed 
through filling stations, is also marketed 
through the large grocery chains, drug 
chains and department stores. 


‘Radbill Oil Co. is selling its product, Pen-rad 
Motor Oil, through the Great Atlantic & Pacific Tea 
Co., Grand Union Tea Co., Fisher Brothers, National 
lea Co., First National Stores, and others. It also 
ells to Whelan Drug Stores, department stores and 


Ore of the most difficult forms of 


COMPETITION BETWEEN DIFFERENT TYPES 
OF RETAIL OUTLETS IN SELLING 
THE SAME COMMODITY 


By WILLIAM C. HILL AND JAMES D. SCOTT 





Interoutlet competition also exists 
in the sale of women’s hosiery, which is 
sold in apparel stores of various types, 
variety chains, grocery*and drug stores.® 

Toilet articles and preparations, com- 
prising an important line for drug 
stores, are sold through department 
stores, variety stores and jewelry stores. 
Razor blades are sold extensively 
through cigar stands and grocery stores. 


Basis for Study; Limitations of Data 


With the completion and publication 
of the Census of Retail Distribution, 
data are available for the first time to 
give a comprehensive quantitative 
measure of the extent to which 
interoutlet competition exists in the 
distribution of certain commodities. 
Furthermore, it is possible to trace the 
developments of this movement be- 
tween the years 1926 and 1929 by 
comparing data made available in the 
test Census of Distribution covering 
retail sales in certain cities in 1926 with 
similar data for 1929. 

It is the purpose of this paper to 
utilize such data in so far as possible 
to provide a basis for a quantitative and 
analytical study of the problem of 
competition between different types of 





voluntary chains. The oil is retailed in two-gallon 
cans at $1.25. Sales Management, March 1, 1933, 
p. 208. 

2 Charles Chipman’s Sons, Inc., offers silk stockings 
packed in a counter container for sale through grocery 
stores at 69¢. Retailing, January 23, 1933, Pp. 5- 

3 Renfro Drug Co., “Why Our Drug Chain Sells 
Hosiery.” Chain Store Age, Druggist Edition, 
March, 1933. 
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retail outlets in the distribution of three 
commodity groups: toilet articles and 
preparations (including cosmetics); ci- 
gars, cigarettes and tobacco; and 
women’s hosiery. 

The use of the 1930 Census of Dis- 
tribution data, upon which part of the 
study is based, is subject to several 
limitations. In the first place, data 
giving directly the sale of a specific 
commodity through various retail out- 
lets are not available. Such informa- 
tion must be computed by using 
data on sales by commodities, as a 
percentage of total sales, for different 
types of retail outlets in connec- 
tion with information showing total 
sales by these outlets. Since the com- 
modity sales percentages are based 
upon samples which do not include data 
for stores with sales under $60,000 or 
stores in towns with a population below 
10,000, they are not entirely representa- 
tive. Also, the samples are based upon 
data from stores whose sales comprised 
only 35% of total retail sales. More- 
over, for certain classifications such as 
food stores and drug stores, the sample 
is based upon fairly small coverage. 
A final criticism of these percentages 
is that the United States figures are 
straight averages of figures presented 
for the 48 states, without any weight- 
ing to reflect the relative importance of 
each state. 

However, these defects in the data do 
not invalidate its use. ‘The commodity 
sales percentages can be accepted as 
rough approximations of the general 
importance of particular commodities 
to types of retail outlets, providing far 
better and more complete information 
than has ever been available before. 
Their use in the computations upon 
which this study is based is justifiable 
since absolute accuracy is not demanded 
for the use to which the figures are put. 


A further limitation inherent in the 
data is that commodity classifications 
listed are not detailed enough to provide 
information on specific products jp 
two out of the three cases discussed 
below. Similarly, the classifications of 
retail outlets, given in the Census, 
group several similar types together, 
when for the purpose of this study 
detailed data on a specific type of store 
would be more desirable. 

Finally, the data are two and one- 
half years old and hence do not give a 
picture of current conditions. 

A second part of the study of inter- 
outlet competition involves the com- 
putation of sales of certain commodities 
by outlets, using data made available 
in the test Census of Distribution 
for 1926 covering several cities. Such 
data are compared with similar in- 
formation for 1929 secured from the 
1930 Census. Differences that exist in 
commodity breakdowns and in classi- 
fications of outlets for 1926 compared 
with 1929 distort some facts. Also, 
it is necessary to group certain classi- 
fications of outlets given in the 1930 
Census to make them comparable with 
1926 data, without knowing exactly 
the basis used by Census officials in 
setting up 1926 classifications. 

However, some errors in the Census 
data are compensated by others. Fur- 
thermore, various checks have been 
made by comparison with other mer- 
chandising series. Although the final 
results are rough approximations, they 
conform in many respects to general ob- 
servations. Some justification exists, 
therefore, for using the data as indicators, 
but not for absolute measurements. 


Quantitative Importance of Types of 
Outlets 


The results of a study of “Retail 
Distribution, Summary for the U. S.’ 
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etermine the importance of the 
us types of outlets in the distribu- 


hus 


ti n of the commodities studied are 
ented in Table I. 
Te ilet articles and preparations‘ are 
istributed through eight different types 
utlets whose sales were important 
ugh for listing in the Census; how- 
ever, other outlets undoubtedly handle 
se products also. The figures given 
Table I indicate that, although 
drug stores handle 62% of the sales of 
this group of commodities, such stores 
are meeting very serious competition 
om department stores and variety 
stores, which sell 19.8% and 14.2% 
respectively. 
The Census data also show sales of 
tobacco products® through twenty classi- 
‘The Census publication, “Products of ‘Manu- 
turing Industries, 1929,” p. 65, gives the selling 
ie of all “Perfumes, Cosmetics & Other Toilet 
Preparations” in total and in detail. These data 
ressed in percentage form are reproduced below: 


en 


tr 


, 


Perfumes Cee CI bee ane a ketal 9.5% 
Toilet waters Bs re 
Creams i ase ees 16.5% 
Rouges 58x aera ears ee ~~ 6.1% 
Dentifrices rere .. 16.1% 
Hair dyes ye a gs aa 1.6% 
Hair tonics éa.3 Ore 5.1% 
FOND MOONEE. ins. hack yc nied Saeneesa ann 11.9% 
lalcum powders. . Spee eal hata 4.1% 
Other toilet powders............... , £255 
Depilatories ee asia creer irs gees Sere 
DOMROEE. 6c cab briaiowanwaea Feb ni ‘ 3.9% 
Other toilet preparations......... woe £06.63 


Obviously with so many products comprising the 
tal, figures of sales by retail outlets will not neces- 


sarily indicate direct interoutlet competition on all 


{ the articles included in the classification. Inspec- 
n of various products included indicates that inter- 
tlet competition would probably be significant in 


the sale of more than two-thirds of the commodities 
sted. Since the figures computed showing dis- 
tribution by outlets cover the entire group, they 


robably understate rather than overstate the extent 

mpetition. By recognizing the nature of the 

ita, valuable use can be made of it for this study in 
f its defects. 

Information on the sales of tobacco manufacturers 

r 1929 indicates that of the total, cigarettes com- 

rise §4%, cigars 25%, chewing and smoking tobacco 

snuff 3% and all other products 0.3%. It 


eems reasonable to accept these figures as good indi- 
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Taste I. Sates or CeEerTAIN COMMODITIES BY 
Outiets Totrat Unitep States, 1929 












































| | Expense | 
Range as 
% of % of Total 
Total | Sales % of 
we of | ————_|_ Total 
Som- : “ Sales 
| modity | — Sold by 
} in U, Cen- Bureau | Outlet 
- Bus. 
Res 
Toilet articles and prep- | 
arations | 
Drug stores..... .../62.0 27 | 34.1% |11.3-185.7 
Department stores..... 19.8 23-29] 32.8t | 1.6- 2.2 
Variety stores. ae 25 27.33 | §.4- 6.7 
Dry goods stores. . | 2.3 24 ee cay zr. 
Women's ready-to-wear| 0.9 29 ; 0.3 
General merchandise. 0.3 16-22/.. 0.3 
Mail order. ‘ : A 0.3 23 ‘a 0.4 
Jewelry....... ee | o.1 Oe Ba enteied 0.2 
' 
$344,700,000 = |99.9 
Cigars, cigarettes and | 
tobacco | 
Cigar stands.......... 141.§ 27-42]... .|§8.3-79.2 
Drug stores. 128.0 27 | 31 1* | 7.7-13.9 
Restaurants and lunches| 13.5 38—40]....... 2.4- 6.9 
Grocery stores......... 113.5 14-20 1.6- 2.1 
News dealers....... sa 28 27 | 10.5 
Department stores.....| 0.5 23-20) 32.8T 0.4 
General merchandise, | 
Mail order..... “a 0.3 16--22]...... 0.2- 1.1 
$741,500,000 = |99.5 
Women's hosiery 
Department stores..... 137.3 23-29) 32.8fT | 3.5- 4.8 
Dry goods stores.......|/10.2 St aes 7.§ 
General merchandise...| 4.3 16-22]... 2.4- 4.7 
aa 2.6 | 23 |.. Pt | 
Family clothing....... 3.9 58.3) 28 ; ; ’ | “2 
Women's ready-to-wear |I1I.1 a eee 4.8 
Corset and lingerie... .| 1.4 aw 2 13.6 
Hosiery ~ operate 9.7 32 ere, 
GROG SEGTOS. ... .ccscicss | 8.5 30.7 yey 31.3$ | 4.5-9.2 
Variety stores......... J1r.0 12.0] 35 |.......| $.97 
$469,410,000 = |100.0 | 











* Bulletin No. 87, Operating Results of Drug Chains in 1920. 

¢t Bulletin No. 83, Operating Results of Depariment and 
Specialty Stores, 1029. 

t Bulletin No. 80, Expenses and Profits of Variety Chains 
in 1931 Compared with 1020. 

§ Bulletin No. 86, Operating Results of Shoe Chains in 1920. 


fications of retail outlets, which may be 
grouped into nine distinctly different 
types. The other outlets, for example, 
filling stations, were not reported in 
the Census because they either kept no 
records of sales or because their sales 
were relatively small. It is fair to 
assume that cigarettes were sold 





cations of the relative importance of cigarette sales 
to the total, since production should correspond within 
wide limits to sales. This study would be improved 
by having information available applying specifically 
to cigarettes, the product in which interoutlet com- 
petition is very strong. However, the group figures 
available can be used to advantage provided cogni- 
zance is taken of their make-up. 
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through all of these outlets, although 
cigars and tobacco may not have been 
so handled. 

Table I indicates clearly that cigar 
stores, which handle 41.5% of tobacco 
and cigarettes, are meeting serious com- 
petition from drug stores, restaurants 
and grocery stores, these outlets com- 
bined handling 55% of the business. 

By grouping the various apparel 
outlets according to the degree of 
specialization, the table indicates that 
58.3% of the hosiery sales are made 
through stores of the more general 
sort; that 30.7% of the sales are made 
through outlets termed specialty shops, 
in which hosiery shops handled 9.7 % of 
the total business. It is rather signif- 
icant that variety stores, including 
variety store chains whose prices run 
from $¢ to $1, accounted for 11% of the 
hosiery sales made in the United States. 


Operating Expenses by Types of Outlets 


An analysis of the expenses of oper- 
ation for the different types of stores 
reveals one difficulty involved in inter- 
outlet competition. The average ex- 
pense rate for various classes of drug 
stores is stated in the Census data to 
be about 27% of sales. The Harvard 
Bureau of Business Research reports 
that the total expense for typical drug 
chains of different classifications varies 
from 27.3% to 35.5% of sales. In 
other words, characteristically, drug 
stores must obtain an average gross 
margin of from 27% to 35% before a 
profit can be shown. 

The three largest chains of depart- 
ment stores, however, operate on an 
expense ratio of 23.05% according to 
the Census data. The average for all 
department stores is given as 29%, 
while the Harvard Bureau reports 





® Harvard Bureau of Business Research, Bulletin 
No. 87, Operating Results of Drug Chains in 1920. 


expenses of typical department store: 
as 32.8% of sales.’ 

Although drug stores can compete 
favorably with the typical department 
store, the three largest chains can el] 
toilet preparations with an average net 
profit of 4%, where drug stores must 
sell at cost to compete. 

Variety stores with expenses amount- 
ing to 24.8% to 25.5% of sales provide 
further competition for the drug stores 
in the sale of toilet preparations, 
More than 15% of total sales of this 
line, therefore, are sold by stores oper- 
ating with lower expenses than those 
found in drug stores. 

Three-fourths of the cigar stands 
operated on expenses of 27% of sales, 
while the other classifications averaged 
31% and 42%. ‘The majority, there- 
fore, compare in operations with drug 
stores, the expenses of which average 
about 27% of sales. 

The cigar stores and drug stores, 
however, face severe competition with 
groceries and restaurants. According 
to the Merchandising Series of the 
Census, chain grocery stores operate 
on a basis as low as 14% of sales. The 
Harvard Bureau reports that one-fourth 
of the grocery chains, which sell more 
than 4% of the total tobacco sold, have 
total expenses of less than 15.5% of 
sales. All grocery stores, selling 13.5% 
of total tobacco sold, have an average 
expense of 17.5%. Thus, on the aver- 
age, grocery stores can undercut drug 
stores by 10% of sales and make the 
same margin of profit. Chain grocery 
stores even can do better than that. 

The operating expenses of the 
restaurant group are high because 
restaurants do more than buy and sell, 
that is, meals are prepared. This 





7 Harvard Bureau of Business Research, Bulletin 
No. 83, Operating Results of Department and Specialty 
Stores, 1929. 
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fact, however, does not mean that 
cigarettes must be sold at higher prices 
to pay for handling costs. Since, how- 
ever, they are carried for the customer’s 
convenience and not to attract patron- 
ve, it is unlikely that such outlets 
would initiate price reductions. 

In the sale of hosiery, as well as other 
commodities, department-store chains, 
variety stores, mail-order houses and 
dry goods stores have an advantage 
from the standpoint of operating ex- 
penses, while the specialty stores and 
individual department and clothing 
stores exhibit comparably higher ex- 
pense ratios. 

Since hosiery sales are dependent 
in part upon style factors, and since 
advertised manufacturers’ brands do 
not dominate the field, as in the case 
of cigarettes and certain toilet prepara- 
tions, the operating-expense differences 
are not of great significance in the sale 
of hosiery. Price differences are gen- 
erally attributed by the consumer to 
differences in the style and quality. 
Therefore, the specialty shops have a 
chance to compete favorably by stress- 
ing these features, rather than price. 

At this point it should be stated that 
the comparison of expenses of various 
types of retailers, expressed as a per- 
centage of sales, obscures certain com- 
petitive relationships which may 
have considerable practical significance. 
For example, assume that a certain 
product is sold through Outlet A at 40¢ 
and through Outlet B at so¢. If the 
expenses of both stores are 30% of 
sales, the dollar expenses would be 12¢ 
and 15¢ per unit for Outlets A and B, 
respectively. That is, expenses ex- 
pressed as a percentage of sales may 
be the same for two outlets, and yet 
the lower dollar expenses of one may 
give it a competitive advantage over 
the other. This example indicates cer- 
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tain limitations to the comparisons 
pointed out in this discussion of oper- 
ating expenses. 

In summary, where a product is 
sold through several different types of 
outlets a situation is likely to arise 
where certain outlets can drastically 
undersell another type because of lower 
operating costs. In the sale of toilet 
articles, variety and chain department 
stores, because of low expense ratios, 
can afford to sell at prices unprofitable 
to the drug stores. Similarly, chain 
grocery stores can afford to cut under 
cigar and drug stores on the sale of 
tobacco by a substantial percentage. 

On the contrary, retailers competing 
in the sale of hosiery are in a much 
better position. The prevalence of 
private brands and the importance of 
the style factor in hosiery make oper- 
ating-expense differences of very little 
significance. Differences in operating 
expenses provide a potential, if not 
actual, source of difficulty for drug 
and cigar stores, both of which depend 
upon toilet articles and tobacco, re- 
spectively, for a sizable proportion of 
sales. 


Primary versus Related Lines 


In addition to the competitive difh- 
culties arising out of the expense 
situation described above, the varying 
importance of the product lines to 
different retailers creates still further 
difficulties. 

For example, where the commodity 
concerned is the most important line 
sold by one type of retailer he naturally 
must secure a gross margin on the sales 
of this product sufficient to cover the 
direct costs of selling, indirect and over- 
head expenses, and leave a net profit 
if he is to remain in business. In 
direct contrast to this situation, when a 
retailer of a different type undertakes 
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the sale of this product as a related 
line, if he secures a gross margin suffi- 
cient to cover expenses directly incurred 
in its sale, plus an additional percentage 
for profit, he probably reasons that the 
transaction is satisfactory. He knows 
that his indirect and overhead expenses 
will not be increased by the sale of this 
new related product. Thus he may be 
able to sell this commodity at a price 
lower than is profitable for the first 
retailer because it contributes some- 
thing toward overhead expense which 
would not otherwise be received. The 
sale of the commodities under discussion 
illustrates this point. 

The sales of toilet preparations ac- 
counted for 11.3% to 15.7% of the 
sales of drug stores in 1929, indicating 
that this is one of the primary lines in 
the druggist’s business. On the other 
hand, this group of commodities ac- 
counts for only 5.4% to 6.7% of the 
sales of variety stores, and 1.6% to 
2.2% of the sales of department stores, 
where it is handled as a related line. 
Thus, these latter outlets are not seri- 
ously affected if the volume of sales of 
these commodities falls off, or if their 
sales do not bring an adequate net 
profit, but such developments are of 
vital importance to the druggist. 

The competition of grocery stores, 
on the other hand, is quite different in 
nature. Cigarettes are advertised to 
induce patronage. Since they repre- 
sent but 1% to 2% of total grocery 
store sales, they can be used as low profit 
leaders. This situation in itself would 
be disturbing to cigar and drug store 
operators, without regard to differences 
in expenses of doing business. 

Hosiery shops and corset and lingerie 
stores combined make 11% of the total 
hosiery sales. This commodity ac- 
counted for 82.6% and 13.6% of sales 
in these stores. Variety stores also do 





11% of the hosiery business, which 
comprises but 5.7% of sales. In othe; 
stores distributing hosiery, it was han- 
dled primarily as a related line. 

In short, the varying degrees of 
importance of the above products to 
the respective retailers inject an ele. 
ment into interoutlet competition which 
makes it particularly difficult for certain 
types of outlets to meet. 


Com petitive Developments in Seven Cities. 
1926 to 1929 


It is not enough, however, to know 
what the situation is at the present 
time. Information as to developments 
over a period of time is necessary to 
aid in establishing the direction of the 
movement and provide information as 
to the types of outlets which are losing 
or gaining ground as a result of the 
trend. ‘To secure such information, 
an analysis was made of the data on 
commodity sales by outlets presented 
for seven cities which were included 
in the test Census of Distribution for 
1926. By comparing this information 
with similar data for the same cities 
for the year 1929, as shown in Table II, 
it is possible to point out some interest- 
ing movements. 

In Chicago, Atlanta and Seattle, 
drug stores showed an increased per- 
centage of sales of toilet preparations in 
1929 over 1926. On the other hand, 
department stores exhibited substan- 
tial declines in the percentage of sales 
handled in the later year compared 
with the earlier. In Chicago, variety 
stores showed an increased percentage 
of sales in 1929, so that in that city 
drug stores and variety stores increased 
in competitive importance, while de- 
partment stores declined. In the other 
two cities, drug stores increased, while 
department stores and variety stores 
showed a decline in competitive impor- 
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ince during the period. In short, in 
these three cities the drug stores bet- 
tered their position in the face of 
‘nteroutlet competition. 
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figures, it cannot be interpreted to show 
a movement in any direction. Conse- 
quently, it seems fair to conclude that 
in these four cities the drug stores 





SALES OF CERTAIN COMMODITIES BY OUTLETS IN SEVEN CITIES FOR THE 


26 AND 1929 


(Sales by outlets as a % of total sales in each city) 


























































































































































Th ere fore, the commodity breakdown given in the 








The figures for the other cities, 
Providence, Kansas City, Syracuse and 
San Francisco, exhibit a directly op- 
situation. In these cities the 
drug stores secured a smaller per- 
centage of the total business in 1929 
than they did in 1926, while the depart- 
ment stores increased their percentage. 
Also, in three of these cities the variety 
tores secured an increased percentage 

the business. In San Francisco the 

‘rcentage of business secured by the 
variety stores in 1929 declined a very 
small amount from that secured in 1926. 
Since such a small change might very 
ll result from inaccuracies in the 


well 






Pp site 












ariety chains in Atlanta to calculate hosiery and toilet-preparation sales through these outlets. 





Chicago | — | ... - Syracuse | Providence | Seattle Atlanta 
"26 "29 | '26| ‘29 "26 | "29 |'26] 2 9 |'26| ‘as '26] "2 ‘29 
| 
= -- 
Toilet articles and preparations: | 
Drag Store... csccsevsceses |42-7 51.8+/52.6/50.0—|59.8 |SI.1—|35.0/25.4—|41.0/18.0—|51.9/72.0+ 57.0|61.2+ 
De ment stores. 49.2 |27.8—|12.9|22.7+/25.5 32.2 +/40.0/53.9+/45.9) 9/58 .0+/34.3)24.7—|25 .6/20.6— 
W ‘'s clothing. -7 2.5+| . 3-74] 4.4 8.2+]| 7.4] 1.6— 5.6) 5§.0—| | 
Variety StoreS.....-.eece++)] OFS 9.5+| 7-7) 9.I+| 8.8 | 7.9— 14.9)19.0+/11.0/19.6+| 6.5) 2.7—|15.4/17.34-* 
Unclassified........++.++. $4 +/26.5 —| 1.4] 0.7—| 2.0] " 
re ee eee * oS eee | ) 
Dry go ,ds and miscellaneous.|.....] 1.2 ‘ | . eee Fe 4 4.2+| 1.7 ad | 
ee A, eer rm vere eva 5 | | | | 
I tal sales | 1926. sovcevcal £8, 900,000 | 3,135,000 6,637,000 701,300 | 1,851,000 | 1,891,000 | 1,158,000 
in dollars | 1929.... 16,261,000 | 3,231,000 6.560.952 | 1,086, .000 | 1 , 269,000 | 2,621,000 | 1,911,000 
igars, cigarettes and tobacco: | | | | | l 
Client GQOGED. cccecsvesssouns 70.0 |54.3—|23.5| 4.0— 72.6 |40. I—|59.2|74. 7+130.1142.6+161 0'74 4+/26.2)16.4- 
Drug stores... <a -+«]10.5 [26.2+/62.5/73.2+] 6.2 |24.44+/14.8/10.9—| |36.7|34.4—|10.1 6.5 —|38.2|36.0— 
Restaurants and lunches. ...|13.6 |13.8+] 7.8/17.4+] 9.11/11.4+/15.6/12.4—| 9.2) 8.0—|17.0) 6.8—|22.5|20.1— 
Grocery stores.........++. 1.0 | 1.6+/ §.9) 1.9-| 6.8 |10.6+/ 6.8) 0.7—/ 9.5).. -]10.5| 9.4—| 7.3)26.2+ 
News dealers......0200% ia rer, Sere Fee oer eee | | 
M DORN cece acsaden 1.4 | 1.94]... 3-4+] 4.4] 3.8-—| 4.4] 1.4—] 5.5] 0.6—| 1.4) 2.8+] | 
Dent. GR00G8. 02 ac kevivesivns se , ie ery Ae 6.0+]....].... | aut |. 1 9.4+ 
Total sales | 1926.... 31, 898, 700 | 4,692,700 13, 708, 500 | 1,332, 300 3,040,400 | 4,527,600 | 3,101,700 
in dollars | 1929.... 37,824,100 | 4,860,300 9,222,900 | 2,118,300 | 3,290,100 | 3,606, 900 | 4,103,900 
lossery: | | | 
Department stores........../50.3 |40. oe rN eye 47. s+(sz. 0|39.0—|61.5/46. a 5|64.4+/59 7167 .8+ 
Women’s clothing.......... 22.5 20.0—|20 .4/16.3—|34.1 25.9—/31.2/26.8—|23.1/21.1—|21.9|19.0—|24.8,15.1— 
ee REE ee ee 2.9 227) 5-0) 0.4—| 8.1 | 2.9—| 3. 8 3.9+| ; | 2.2 _ 
eS BOC OT EEO oe 3.3 | 6. o4 sat 5.5+] 4.3 10.2+|10.9|15.4+(|10. 7j1r.2+] 5.8 4.2—| 8.2 9.6+* 
yot and shoe 14.6 |17. 2.9) 7.3+| 7.8 | 9.74+ 2.7/14.2+) 3.7/20.3+ 6.Q)15.2+)] 3.1) 7.14 
EEOC LEE ©.9 s- MEO. S41 8.6 | B.S le cvchevcves Pe? a aS 2.6) I.1—| 1.8) 0.9— 
ied 6.0 t\,t- ‘o| —| 2.6 —|. ee 0.9] Oo. _— 3.3} | 
Mail order ; 7.8 2143.0 | | | 
Total | sales | 1926.. 14, ‘993, 000 | 3,676,000 6,953,000 | 805,000 | 1,856,000 | 2,415,000 | 2,067,000 
in dollars } 1929. 26,351,000 | §,201,000 7,580,000 | 1,565,000 | 2,279,000 | 2,470,900 2,276,000 
* No commodity sales were given for variety stores in Atlanta in 1929, since 96.7% of variety-store sales were made by 


Merchandising Series for Variety Chains was applied to the total 


declined in competitive importance, 
while the department and variety stores 
showed an increase. 

In Chicago, Kansas City, San Fran- 
cisco and Atlanta the percentage of 
tobacco sales made through cigar stores 
declined very substantially. On the 
other hand, in three out of the four 
cities, drug stores showed an increase 
in the proportion of sales made. In 
two of these cities the sales through gro- 
cery stores showed fairly substantial 
increases. The opposite situation ap- 
parently exists in Syracuse, Providence 
and Seattle. In each, the proportion 
of sales made through cigar stores 
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increased substantially at the expense 
of drug stores and, in two out of three 
cases, grocery stores. 

Variety stores have become of in- 
creasing importance in the sale of 
hosiery in six of the seven cities. In 
all of the cities studied, women’s 
clothing stores (including family cloth- 
ing, women’s ready-to-wear, corset and 
lingerie, and hosiery shops) have shown 
a rather substantial decline in impor- 
tance in the sale of this product. 
Department stores exhibited substantial 
declines in importance in Chicago, 
Syracuse and Providence; however, in 
the remaining four cities an increasing 
percentage of total sales was made 
through these stores. On the other 
hand, sales of hosiery through shoe 
stores increased as a percentage of total 
sales in each of the seven cities, in- 
dicating a general increase of impor- 
tance of such stores in the distribution 
of this product. 

Because of limitations previously 
pointed out with respect to these data, 
and because it covers only three com- 
modities in seven cities, definite con- 
clusions are not justifiable. The 
significant point to be made, however, 
is that in the sale of each commodity 
substantial changes in the importance 
of various types of retail outlets oc- 
curred. Such changes might be the 
result of aggressive sales promotion or 
other competitive efforts. ‘They doubt- 
less also reflect changes in consumers’ 
buying habits which are more basic in 
nature than the ever-changing com- 
petitive situation. Thus, a dynamic 
picture of interoutlet competition is 
drawn. 


General Implications of Interoutlet 
Competition 


A number of factors may be outlined 
that stimulate the development of 





interoutlet competition. First, many. 
facturers exert pressure upon retailer; 
to carry their products in order to 
obtain wider distribution, lower dis. 
tribution costs, or to secure greater 
suggestive selling through display, 
Also, retailers add product lines on 
their own initiative in order to increase 
total sales volume, in response to con- 
sumer demand or because competitors 
are doing it. It is important, there- 
fore, that both manufacturers and 
distributors realize the implications 
of this competition before embark- 
ing upon policies that may prove 
undesirable. 

Competition between different types 
of retail outlets is most serious in the 
marketing of branded goods which 
require relatively dense distribution. 
The manufacturer of such products 
must take cognizance of the differences 
in operating expenses in formulating 
his distribution and pricing policies. 
A certain producer, by the force of 
advertising, may be able to get many 
types of outlets to handle his product 
without fearing the consequences. 
Others, however, may find it advisable 
to be more conservative and to dis- 
courage the development of interoutlet 
competition. In an attempt to avoid 
direct price comparison, large distribut- 
ing organizations have promoted pri- 
vate brands. Thus, a manufacturer 
who increases the severity of retail 
competition by selling through many 
types of outlets may lose out when 
retailers insist upon the use of private 
labels. 

Pricing is always a problem for the 
manufacturer. It becomes more diffi- 
cult, however, when he plans to dis- 
tribute his product through retailers 
with wide variations in expense ratios. 

Retailers must recognize the nature 
of the competition that must be met 
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n they contemplate the addition 
of a line of goods. Consideration 
should be given to both demand and 
operating aspects, and comparisons 
made with other retailers handling the 
line. From the standpoint of demand, 
‘¢ the goods are related or comple- 
mentary to other products sold, and are 
purchased by the same class of custom- 
ers, the retailer may find it to his 
advantage to promote the line. From 
the operating aspect, if no additional 
expense is incurred and if no specialized 
duties different from those generally 
assumed are required, the line may be 
profitably added. If other retailers 
with typically lower expense ratios are 
promoting the sale of the product, 
however, serious consideration should 
be given to the effect that such com- 
petition will have upon the profit 
margin. On the other hand, if other 
retailers have higher operating costs, 
an opportunity to make a profit by 
the addition of the line may exist. 

The Census data present a picture of 
the degree and extent of interoutlet 
competition. The difference in oper- 
ating expenses illustrates the conflict 
that may arise when the same com- 
modity is marketed through outlets 
with different costs of doing business. 
The degree of importance of the product 
nes to total sales of the retail classifica- 
tion suggests the difficulties that may 
develop when one store promotes a 
related line in competition with a 
major line of a more specialized outlet. 
The changes in percentages of com- 
modity sales made by types of out- 
lets in the seven cities indicate how 
changes in consumers’ buying habits or 
retail aggressiveness may affect sales of 
commodities. 

The situation found in each of the 
three commodity groups is distinctly 
ifferent, but typical of the competition 


wne 


COMPETITION BETWEEN DIFFERENT TYPES OF RETAIL OUTLETS 527 


that exists in the distribution of various 
other products. 

In the case of toilet preparations, the 
seriousness of the interoutlet competi- 
tion varies for products so classified. 
Certain heavily advertised products are 
sold competitively through all outlets, 
other commodities in only a few. It is 
difficult, therefore, to make broad gen- 
eralizations from data grouping such a 
large variety of goods under one head. 
In some parts of the country, drug 
stores, due to convenience of location, 
local reputation, or merchandising ag- 
gressiveness, effectively control the dis- 
tribution of toilet preparations. In 
other sections, drug stores are of less 
importance and the bulk of sales may be 
made through variety chains or depart- 
ment stores. 

In the sale of hosiery, interoutlet 
competition reflects the wide diversity 
of consumers’ buying habits. Some 
outlets may have price advantages, but 
characteristically they are not equipped 
to handle products in which style is of 
importance. The outlets obtaining the 
largest volume of sales in any com- 
munity will generally be those having 
the best reputation for the selection of 
quality style merchandise. Brands are 
relatively less important in this case. 
Hosiery is purchased by inspection, and 
responsibility for quality rests largely 
with the distributor. Price compari- 
son, therefore, cannot be so specifically 
applied as in the case of branded ciga- 
rettes or toilet preparations. 

Undoubtedly, interoutlet competition 
will always exist in the everchanging 
efforts to lower distribution costs. Itis 
essential, however, for manufacturers 
and retailers to realize the complications 
involved before initiating distribution, 
price and branding policies that may 
in the long run have serious repercus- 
sions in interoutlet competition. 
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CORRECTION 


To the Editors of the HARVARD BUSI- 

NESS REVIEW: 

My attention has been called to an 
erroneous statement of fact in the 
article, ““A New Test of Advertising 
I ffectiveness,” published in the Janu- 
ary, 1933, issue of the HARVARD BUSI- 
NESS REVIEW. In it I stated that the 
theme ‘‘Dual-automatic” had _ been 
featured in Westinghouse refrigerator 
advertisements for six months. The 
results of this campaign were compared 
with the results of a test on the theme 
**A long life of care-free service’’ used 
by General Electric in one month’s 
advertising. 

The fact, as pointed out to me, is 
that the Dual-automatic theme had 
been used in advertising appearing 
during a period of less than three 
months, a double spread insertion in 
the January 16 issue of the Saturday 
Evening Post and more frequently in 
the February, March, and April issues 
of the leading magazines, beginning 
with the issue of the Cosmopolitan 
appearing January 10. This would 
make the total time during which read- 
ers had been exposed to this campaign, 
prior to and during the survey, about 
ten days less than three months. 


It has also been pointed out to me 
that the General Electric Company, 
during the period 1929-1931, published 
a number of advertisements using a 
theme similar to that of ‘“‘care-free 
service.” It is quite possible that these 
advertisements contributed to the re- 
sult found by our test of this particular 
theme. 

On this basis, the comparison be- 
tween the Westinghouse and Genera! 
Electric themes would lead to an 
interpretation considerably more favor- 
able to the Westinghouse campaign 
than the interpretation offered by me 
in the article as it appeared. In view 
of the emphasis given to this compari- 
son in the article, and its concern to 
the people responsible for the Westing- 
house campaign, I should be glad to 
have you publish this correction. 

I hope that this letter makes abso- 
lutely clear that the error mentioned 
above, and the possible misinterpreta- 
tion in regard to the General Electric 
advertisements, is my personal respon- 
sibility and not that of the group of 
psychologists who cooperated and are 
continuing to cooperate in these studies 
I regret very much these inaccuracies. 


Henry C. Linx 
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